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COMMUNITYSOUTH FINANCIAL CORPORATION
6602 Calhoun Memorial Highway
Easley, South Carolina 29640

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

Dear Fellow Shareholder:

We cordially invite you to attend the 2008 Annual Meeting of Shareholders of CommunitySouth Financial
Corporation. At the meeting. we will report on our performance in 2007 and answer your questions. We are excited
about our accomplishments in 2007 and look forward to discussing both our accomplishments and our 2008 plans
with you. We hope that you can attend the meeting and look forward to seeing you there.

This letter serves as your official notice that we will hold the meeting on May 20™ at 11 a.m. at The
Marnott. 1 Parkway East, Greenville, South Carolina 29615, for the following purposes:

I. To elect four members to the board of directors; and
2. To transact any other business that may properly come before the meeting or any adjournment of
the meeting.

Shareholders owning our common stock at the close of business on March 28, 2008 are entitled to attend
and vote at the meeting. A complete list of these shareholders will be available at our offices prior to the meeting.

Please use this opportunity to take part in the affairs of your company by voting on the business to come

before this meeting. Even if you plan to attend the meeting, we encourage you to complete and return the enclosed
proxy to us as promptly as possible.

By Order of the Board of Directors,

> 7"7 "
Daniel E. Youngblood
Chairman of the Board of Directors

April 11,2008
Easley, South Carolina




COMMUNITYSOUTH FINANCIAL CORPORATION
6602 Calhoun Memorial Highway
Easley, South Carolina 29640

Proxy Statement for the Annual Meeting of
Shareholders to be Held on May 20, 2008

Qur board of directors is soliciting proxies for the 2008 Annual Meeting of Shareholders. This proxy
statement contains important information for you to consider when deciding how to vote on the matters brought
before the meeting. We encourage you to read it carefully.

Voting Information

The board set March 28, 2008 as the record date for the meeting, Shareholders owning our commeon stock
at the close of business on that date are entitled toe attend and vote at the meeting, with each share entitled to one
vote. There were 4,698,697 shares of common stock outstanding on the record date. A majority of the outstanding
shares of common stock entiiled to vote at the meeting will constitute a quorum. We will count abstentions and
broker non-votes, which are described below, in determining whether a quorum exists.

Many of our shareholders hold their shares through a stockbroker, bank, or other nominee rather than
directly in their own name. If you hold our shares in a stock brokerage account or by a bank or other nominee, you
are considered the beneficial owner of shares held in street name, and these materials are being forwarded to you by
your broker or nominee, which is considered the shareholder of record with respect to those shares. As the
beneficial owner, you have the right 1o direct your broker or nominee how to vote and are also invited to attend the
annual meeting. However, since you are not the shareholder of record, you may not vote these shares in person at
the meeting unless you obtain a signed proxy from the sharehelder of record giving you the right to vote the shares.
Your broker or nominee has enclosed or provided a voting instruction card for you to use to direct your broker or
nominee how to vote these shares.

When you sign the proxy card, you appoint C. Allan Ducker, Iil and David A. Miller as your
representatives at the meeting. Messrs. Ducker and Miller will vote your proxy as you have instructed them on the
proxy card. If you submit a proxy but do not specify how you would like it to be voted, Messrs. Ducker and Miller
will vote your proxy for the election to the board of directors of all nominees listed below under “Election of
Directors.” We are not aware of any other matters to be considered at the meeting. However, if any other maiters
come before the meeting, Messrs. Ducker and Miller will vote your proxy on such matters in accordance with their
judgment.

You may revoke your proxy and change your vote at any time before the polls close at the meeting. You
may do this by signing and delivering another proxy with a later date or by voting in person at the meeting.

Brokers who hold shares for the accounts of their clients may vote these shares either as directed by their
clients or in their own discretion if permitted by the exchange or other organization of which they are members.
Proxies that brokers do not vote on some proposals but that they do vote on others are referred to as "broker non-
votes" with respect to the proposals not voted upon. A broker non-vote does not count as a vote in favor of or
againsl a particular proposal for which the broker has no discretionary voting authority, and shares subject 1o a
broker non-vote on a matter will not be considered to be entitled to vote on the matter at the meeting. In addition, if
a shareholtder abstains from voting on a particular proposal, the abstention does not count as a vote in favor of or
against the proposal.

We are paying for the costs of preparing and mailing the proxy materials and of reimbursing brokers and
others for their expenses of forwarding copies of the proxy materials to our shareholders. Upon written or oral
request, we will promptly deliver a separate copy of our annual report on Form 10-KSB or this proxy statement to
our shareholders at a shared address to which a single copy of the document was delivered. Our officers and
employees may assist in soliciting proxies but will not receive additional compensation for doing so. We are
distributing this proxy statement on or about April 11, 2008.




PROPOSAL NO. 1
ELECTION OF DIRECTORS

Our board of directors is divided into three classes with staggered terms, so that the terms of only
approximately one-third of the board members expire at each annual meeting. The current terms of the Class 1
directors will expire at the meeting. The terms of the Class 11 directors expire at the 2009 annual shareholders
meeting and the terms of the Class [1] directors will expire at the 2010 annual sharcholders meeting. Our directors
and their classes are:

Class 1 Class 11 Class 1T
C. Alan Ducker, 111 David Larry Brotherton G. Dial DuBose
David W. Edwards David A. Miller Joanne M. Rogers
R. Wesley Hammond Arnold I. Ramsey B. Lynn Spencer
W, Michael Riddle J. Neal Workman, Ir. Daniel E. Youngblood

John W. Hobbs

Shareholders will elect four nominees as Class 1 directors at the meeting to serve a three-year term,
expiring at the 2011 annual meeting of sharcholders. The directors will be elected by a plurality of the votes cast at
the meeting. This means that the four nominees receiving the highest number of votes will be elected.

The board of directors recommends that you elect Messrs. Ducker, Edwards, Hammond, and Riddle as
Class I directors.

If you submit a proxy but do not specify how you would like it to be voted, Messrs. Ducker and Miller will
vote your proxy to elect Messrs. Ducker, Edwards, Hammond, and Riddle. If any of these nontinees is unable or
fails to accept nomination or election (which we do not anticipate), Messrs. Ducker and Miller will vole instead for a
replacement to be recommended by the board of directors, unless you specifically instruct otherwise in the proxy.

Set forth below is certain information about the nominees. All nominees are original directors and are also
organizers and directors of our subsidiary, CommunitySouth Bank & Trust. All of our current directors, including
the nominees have been directors of CommunitySouth Financial Corporation since 2004, with the exception of Mr.
Hobbs who has been a director since November 2006.

The board vnanimously recommends a vote FOR these nominees.

C. Allan Ducker, {11, 46, Class I director, is our chief executive officer. He has over 24 years experience as
a banker. Most recently. he served as senior vice president and Pickens County executive for Carolina First Bank
for six months until he left to form our bank. Prior to his employment with Carolina First Bank, Mr. Ducker served
as executive vice president and South Carolina state president for MountainBank for one year. Before joining
MountainBank, Mr. Ducker served as senior vice president and regional executive for Bank of America for six
years. Mr. Ducker graduated from The Citadel in 1984 with a B.S. degree in business administration. He has also
been active in various civic organizations in the Pickens County area. Since 1994, Mr. Ducker has served as a
director of the Pickens County YMCA and he is a member of the Easley Rotary Club. He is past treasurer of the
Pickens County YMCA, past director of the United Way, and past chairman of Pickens County Friends of Scouting,

David W. Edwards, 61, Class | director, is the owner and president of Dave Edwards Toyota, a Toyota
dealership that he established 1982. Mr. Edwards has been involved in the automotive sales business for over 37
years. He received a B.S. degree in business administration from Mars Hill College in 1968. Mr. Edwards is
Deacon of First Baptist Church in Spartanburg and has served on the board for Mobile Meals and the YMCA, He
also served on the local advisory board of Palmetto Bank from 1999 1o 2002,

R. Wesley Hammond, 59, Class 1 director, has been the president of HBJ Home Furnishings, a family
owned business that was established in 1907, since 1989. Mr, Hammond graduated in 1973 from Wofford College




with a B.S. degree in English. He is a past board member of the Scuthern Home Furnishings Association and past
president and past chairman of the executive committee. He was also past chairman of the association’s Insurance
Trust. Mr. Hammond served on board of First Federal Savings and Loan from 1992 to 2000 and was a member of
its audit, community reinvestment, and conflict of interest committees. He has also served on the board for the
Spartanburg Chamber of Commerce and is a graduvate of Leadership Spartanburg,

W. Michael Riddle, 66, Class | director, has been an oral and maxillofacial surgeon in Easley, South
Carolina since 1984, Dr. Riddle graduated from Wofford College in 1964 with a B.S. degree in biology, the
Medical College of Virginia School of Dentistry in 1968 with a D.D.S., and the Duke University Medical Center
with a certificate of completion of residency in oral and maxillofacial surgery in 1984. He has been active in the
community through business, civic, and church activities. Dr. Riddle was past president of the South Carolina
Society of Oral and Maxillofacial Surgeons. He was also past president and 25 year member of the Easley Rotary
Club and was designated a Paul Harris Fellow. Dr. Riddle is a founding member of St. Matthias Lutheran Church
and was the original secretary and treasurer. He is a past member of the Pickens County Committee for the Blue
Ridge Council of the Boy Scouts of America. Dr. Riddle also served as a local advisory board member for Bank of
America (Pickens County) from 1998 to 2001.

Set forth below is also information about each of our other directors and executive officers. Each director
is an original director and is also an organizer and a director of our subsidiary, CommunitySouth Bank & Trust.

David Larry Brotherton, 58, Class 11 director, 1s the owner and president of Ortec. Inc.. a custom chemical
manufacturer, which he founded in 1980. Dr. Brotherton graduated from Tusculum College in 1970 with a B.S,
degree in chemistry and the University of Tennessee in 1974 with a Ph.D. in chemistry. Dr. Brotherton has been
active in both professional and community organizations. He currently serves as a Trustee and the Chair of the
Audit Committee of Tusculum College and on the advisory board of the University of Tennessee College of Arts &
Science and Department of Chemistry. In addition, he is past president of the Pickens County YMCA. Dr.
Brotherton has also been active in Brushy Creek Baptist Church since 1979. He has served as Deacon, Chair of
Deacons. Trustee, Chair of Trustees, Chair of Finance Committee, Sunday School Teacher and Chair of Personnel
Committee. Dr. Brotherton also served as a local advisory board member of American Federal and Central Carolina
Bank from 1996 to 2004,

David A. Miller, 40, Class I director, is the president and the chicf operations officer of our bank. Mr.
Miller has over 18 years of banking experience, most recently serving as city executive and senior vice president of
Arthur State Bunk from March 2003 until March 2004 until he l2ft to form our bank. Prior to his employment with
Arthur State Bank, Mr. Miller served as team leader and vice president of SouthTrust Bank from June 1999 until
March 2003, From June 1993 until June 1999, he served as a commercial lender and vice president of CCB
Financial Corporation. Mr, Miller graduated from the University of South Carolina in 1989 with a B.S, degree in
business administration and the University of Oklahoma National Commercial Lending School in 1995, He is active
in Rotary, Sertoma, and other civic organizations in the Spartanburg community.

Arnold J. Ramsey, 59, Class 11 director, has been the owner and president of Ramsey Appraisal Service
since 1993, Mr, Ramsey has been valuing property for over 30 years and has been involved with numerous
residential development projects in the Upstate of South Carolina. Mr. Ramsey began his career as 4 lender and
staff appraiser for First Federal Savings and Loan and has seven years of banking experience. He graduated in 1970
from Clemson University with a B.S. degree in industrial management. Mr. Ramsey is a member of the Spartanburg
Homebuilders Association and the Spartanburg Board of Realtors.

J. Neal Workman, Jr., 61, Class 11 director, has been the president and owner and now chairman of the
board of Trehel Corporation, a general contractor serving the commercial and industrial segment of the entire
Upstate, since 1982. Mr. Workman is the president of Pendleton Properties. a metal buildings company. He
graduated from Wofford College in 1969 with a B.A. degree in economics. Mr. Waorkman is active in the Upstate
community. He currently serves as the Area Commissioner for Tri-County Technical College, as the State Chair of
Heritage Corridor, and on Clemson University Industry Advisory Board for College of Architecture and Humanities.
Mr. Workman is also a member of the Anderson Chamber of Commerce and a member of the Seneca, Greater
Greenville, Spartanburg and Walhalla Chambers of Commerce. He is past chairman of the Anderson County




Economic Development Partnership and past chair of the Oconee Alliance. Mr. Workman was also the 1999
Clemson Area Chamber of Commerce Business Person of the Year, recipient of Clemson Rotary Club’s 2005
Community Service award, Oconee County’s South Carolina Ambassador for Economic Development, and inducted
in 2006 into Seneca Chamber of Commerce’s Hall of Fame. He also served on the local advisory board of First
Citizens Bank in Clemson from 1999 10 2004,

G. Diul DuBose, 47, Class 11l director, has served as the vice president of operations for Town and Country
Realty of Easley, Inc. since 1987, and as president of Nalley Garrett Motels, Inc. since 1987. Mr. DuBose graduated
from Wofford College in 1983 with a B.S. degree in psychology. Currently, Mr. DuBose serves as vice chairman of
the South Carolina Public Service Authority, and Trustee of the Palmetio Economic Development Association. He
is past vice chairman of the Pickens County Council and former chairman of the South Carolina Hospitality
Association. In addition, Mr. DuBose served on the Upstate Alliance board of directors and the Easley and Upstate
advisory boards for First Union and Wachovia from 1998 10 2004,

Joanne M. Rogers, 59, Class III director, has been a partner and the president of Lakeview Partners and
Palmetto Storage since June 2003. Ms. Rogers spent over 30 years as a public school educator and administrator in
Spartanburg Districts 1 and 3 and achieved her principal and supervisory certifications. She was the director for the
gifted and talented services in District 3. Ms. Rogers was also active in the grant programs and became the
administrator for the after school program that served five districts across South Carolina. Ms. Rogers graduated in
1971 from Limestone College with a B.A. degree in elementary education and received her master’s degree in
education from the University of South Carolina — Spartanburg/Columbia in 1988. Ms. Rogers has served on the
board of directors of the Adoption Advocacy. She has also volunteered with Mobile Meals. Ms. Rogers is a
member of Holly Springs Baptist Church.

B. Lynn Spencer, 48, Class 111 director, has been co-owner and Broker-In-Charge with Spencer/Hines
Properties, a commercial real estate firm located in Spartanburg, South Carolina, since 1994. Mr. Spencer is a
member of the state and national CCIM Chapter, is a graduate of Leadership Spartanburg, and served as president
for the State CCIM Chapter in 2001, He is currently a member of the South Carolina Economic Developers’
Association. Lynn has served on the Board of Directors for the Piedmont Chapter of the American Red Cross and on
the Board of Directors for the YMCA/Spartanburg. He also served on the advisory board for The National Bank of
South Carolina from 2001 to 2004.

Daniel E. Youngblood, 52, Class 111 director, is the chairman of our board. He is the owner and president of
Youngblood Development Corp., a commercial and residential real estate development company, since 1983. He is
also the managing partner of Mainstream Golf, LLC, a company that operates a golf course. Mr. Youngblood
graduated from Clemson University in 1977 with a B.S. degree in administrative management. He served as
chairman of the board of the Economic Alliance of Pickens County from 1997 to 2005. He has also served on the
regional/local advisory boards for Central Carolina Bank & Trust Company from 1994 to 2004 and Wachovia from
1983 to 1993.

John W. Hobbs, 45, Class 11 director. is our chief financial officer. Mr. Hobbs is a CPA with over 19 years
of banking experience. most recently as chief financial officer of Carolina National Bank from February 2002 until
May 2004. Prior to joining Carolina National Bank, he served as the chief financial officer of First National Bank of
the Carolinas from July 1996 until February 2002. Mr. Hobbs began his banking career as the controller of Standard
Federal Savings Bank. He graduated from the University of South Carolina in 1984 with a B.S. degree in
accounting.

Familv Relationships. There are no family relationships among members of our board of directors.




MEETINGS AND COMMITTEES OF THE BOARD OF DIRECTORS

Attendance at Board, Committee and Annual Shareholders’ Meetings

During the year ended December 31, 2007, our board of directors held 12 meetings. All of the directors
except Mr. Ramsey and Mr. DuBose attended at least 75% of the aggregate of the board meetings and commitiee
meetings on which such board members served during this period.

We have adopted a policy which requires our directors to attend the annual shareholders meeting absent
unusual or extenuating circumstances. Eleven of the thirteen directors attended the annual meeting last year,

Independence

Our board of directors has determined that Messrs, Brotherton, Edwards, DuBose, Hammond, Ramsey,
Riddle, Spencer, Workman and Ms. Rogers are “independent™ directors, based upon the independence criteria set
forth in the corporate governance listing standards of The NASDAQ Stock Market. the exchange that we selected in
order to determine whether its directors and committee members meet the independence criteria of a national
securities exchange, as required by Item 407(a) of Regulation §-B.

Board Committees

Our board of directors has appointed a number of comittees, including an audit committee, a nominating
and corporate governance committee, and a compensation commiittee.

Audit Commintee

Our audit committee is composed of three independent directors, Wesley Hammond, Joanne Rogers, and
Dr. Michael Riddle. each of whom is “independent™ as contemplated in the listing standards of The NASDAQ Stock
Market. The audit committee, which met six times in 2007, has the responsibility of reviewing the company's
financial statements, evaluating internal accounting controls. and determining that all audits and examinations
required by law are performed. The audit committee recommends to the board the appointment of the independent
accountants for the next fiscal year, reviews and approves the auditor's audit plans. and reviews with the
independent accountants the results of the audit and management's responses. For additional information regarding
the audit committee, see "Audit Committee Matters" included in this proxy statement. A current copy of the audit
conunittee charter is not available on our website. A copy of the charter was filed as an attachment to our proxy
statement for our 2006 Annual Meeting as Appendix A.

Nominating and Corporation Governance Commirtee

Our nominating and corporate governance is composed of Neal Workman, Dr. Larry Brotherton. Danicel E.
Youngblood, and Wesley Hammond. Mr. Youngblood is not considered “independent” as contemplated in the
listing standards of The NASDAQ Stock Market. The committee. which met three times in 2007, recommends
nominees for election to the bourd of directors. The committee acts under a written charter adopted by the board of
directors on March 15, 2005. A current copy of the nominating and corporate governance committee charter is not
available on our website. A copy of the charter was filed as an attachment to our proxy statement for our 2006
Annual Meeting as Appendix B.

For directors previously elected by shareholders to serve on the board and whose terms of service are
expiring. the nominating commitiee considers whether to recommend to the board the nomination of those directors
for re-election for another term of service. The nominating conimittee also considers whether to recommend to the
board the nomination of persons to serve as directors whose nominations have been recommended by shareholders.

Our commitiee will consider director candidates recommended by shareholders who submit
nominations in accordance with our bylaws. Shareholders must submit the name of the person to the secretary




of the company in writing no later than (i} with respect to an election to be held at an annual meeting of
shareholders. 90 days in advance of such meeting; and (ii) with respect to an election to be held at a special
meeting of shareholders for the election of directors, no more than seven days after notice of the special
meeting is given to shareholders. Each notice must set forth: (i) the name and address of the shareholder who
intends to make the nomination and of the person or persons to be nominated; (ii) a representation that the
shareholder is a holder of record of stock of the company entitled to vote at such meeting and intends to appear
in person or by proxy at the meeting to nominate the person or persons specified in the notice; (iii) a
description of all arrangements or understandings between the shareholder and each nominee and any other
person or persons (naming such person or persons) pursuant to which the nomination or nominations are to be
made by the sharcholder; (iv) such other information regarding each nominee proposed by such shareholder as
would be required to be included in a proxy statement filed pursuant to the proxy rules of the Securitics and
Exchange Commission. had the nominee been nominated. or intended to be nominated. by the board; and (v)
the consent of each nominee to serve as a director of the company if so elected. The chairman of the meeting
may refuse to acknowledge the nomination of any person not made in compliance with the foregoing
procedure.

In evaluating such recommendations. the committee uses a variety of criteria to evaluate the qualifications

and skills necessary for members of our boards. While no single factor is determinative, the following factors are
considered by the nominating committee in considering any potential nominee:

educational background, work experience, business acumen,

ability to grasp business and financial concepts, knowledge or experience related to banking or
financial services,

previous service on boards (particularly of public companies),

willingness and ability to devote time and energy to the duties of a director,

a desire and ability to help enhance shareholder value,

reputation in the community,

character.

whether the nominee has any history of criminal convictions or violation of SEC rules,
actual or potential conflicts of interest, and

any other factor that the nominating committee considers relevant to a person’s potential service on the
Board of Directors.

The board also considers the foregoing criteria in determining whether to nominate any person for election
by the shareholders. In determining whether to nominate any person for election by the sharcholders, the board
assesses the appropriate size of the board, consistent with the bylaws of the company, and whether any vacancies on
the board are expected due to retirement or otherwise. If vacancies are anticipated, or otherwise arise, the board will
consider various potential candidates for director recommended by the nominating committee. Candidates may
come to the attention of the nominating committee or board through a variety of sources including, but not limited
to, current members of the board, shareholders, or other persons. The nominating committee and board consider
properly submitted recommendations by shareholders who are not directors. officers, or employees of ithe company
on the same basis as candidates recommended by any other person.

The company does not pay a third party to assist in identifying and evaluating candidates.
Compensation Committee

Our compensation committee is composed of Dr. Larry Brotherton. Joanne Rogers, Daniel E. Youngblood,
and Arnold Ramsey. Each member except for Mr. Youngblood is considered “independent™ as contemplated in the
listing standards of The NASDAQ Stock Market. The compensation committee does not have a charter. The
commitiee. which met five times during 2007, reviews executive compensation matters and makes recommendations
to our board of directors regarding the amount and form of salaries, benefits and other compensation for our




executive officers. The compensation committee may form and delegate authority to subcommittees as it deems
appropriate, though it has not formed or delegated authority to any such subcommitiee to date. The compensation
committee evaluates the performance of and makes compensation recommendations to the board of directors with
respect to our chief executive officer and, with input from our chief executive officer, evaluates the performance of
and makes recommendations to the board of directors with respect to the compensation of our other executive
officers.

Code of Ethics

We expect all of our employees to conduct themselves honestly and ethically. particularly in handling
actual and apparent conflicts of interest and providing full, accurate, and timely disclosure to the public.

We have adopted a Code of Ethics that is specifically applicable to our senior management and financial
officers. including our principal executive officer, our principal financial officer, and our principal accounting
officer and controllers. A copy of this Code of Ethics is available without charge to shareholders upon request to the
secretary of the company, at CommunitySouth Financial Corporation, 6602 Calhoun Memorial Highway, Easley,
South Carolina 29640.

COMPENSATION OF DIRECTORS AND EXECUTIVE OFFICERS
Summary Compensation Table
The following table shows the compensation we paid for the years ended December 31, 2007 and 2006 to

our chief exccutive officer and all other executive officers who earned over $100,000 for the year ended 2007
(collectively, the “named executive officers™).

Name and Principal All Other Total

Position Year Salary Bonus Compensation* Compensation
Allan Ducker 2007 $ 180,000 $ 46,350 3 - $ 226,350
Chiet Executive Officer 2006 $ 140,000 $ 10,000 5 - $ 150,000
David Miller 2007 $ 180,000 $ 46,350 $ 11,233 $ 237,583
President 2006 $ 140,000 $ 10,000 g $ 150,000
John Hobbs 2007 $ 140,000 $ 36,050 $ - 3 176,050
Chief Financial Officer 2006 $ 110,000 $ 10,000 $ - 3 120,000

* Includes family health insurance coverage, club dues, value attributed to personal use of company
aulo, company contributions to 401(k), and term life insurance premiums. Such compensation is only
listed for named executive officers that exceed $10,000 in perquisites.

Employment Agreements

In March 2004, we entered into an employment agreement with Mr. Ducker, which includes the following
principal terms:

e Serves as chief executive officer of CommunitySouth Bancshares and CommunitySouth Bank and Trust;

¢  Minimum base salary of $115,000, which may be increased annually by the board of directors:

s  Term of three years, which is extended automatically at the end of each day so that the remaining term
continues to be three years:

s Entitled to options to purchase a number of shares of comnmon stock equal to 4% of the number of shares
sold in our initial public offering;

¢ Entitled to family medical, dental, vision, life, and disability insurance, and a reasonable car allowance not
to exceed $750 per month;




Entitled to relocation expenses in the amount of $40,000;

Participates in our retirement, welfare, and other benefit programs;

Receives reimbursement for club dues und travel and business expenses;

Prohibited from disclosing our trade secrets or confidential information;,

If we terminate Mr. Ducker's employment without cause. he will be entitled to severance equal to 24
mionths of his then base salary;

Following a change in control, if Mr. Ducker terminates his employment for a good reuson within a 90-day
period beginning on the 30" day following a change in control or within a 90-day period beginning on the
one year anniversary of the change in control. he will be entitled to severance equal to 36 months of his
then base salary: and

During his employment and for a period of 24 months thereafter, Mr. Ducker may not. subject to limited
exceptions, (a) compete with us by forming, serving as an organizer, director, or officer of, or acquiring or
maintaining an ownership interest in, a depository financial institution or holding company of a depository
financial institution, if the depository institution or holding company has one or more offices or branches
within our territory, (b} solicit our customers for a competing business, or (¢} solicit our employees for a
competing business.

In March 2004, we entered into an employment agreement with Mr. Miller, which includes the following

principat terms:

Serves as President of CommunitySouth Bancshares and CommunitySouth Bank and Trust:

Minimum buse salary of $115.,000, which may be increased annually by the board of directors;

Term of three years, which is extended uutomatically at the end of each day so that the remaining term
continues to be threc years;

Entitled to options to purchase a number of shares of common stock equal to 4% of the number of shares
sold in our initial public offering;

Entitled to family medical, dental. vision, life, and disability insurance, and a reasonable car allowance not
to exceed $750 per month;

Participates in our retirement, welfare, and other benefit programs;

Receives reimbursement for club dues and travel and business expenses;

Prohibited from disclosing our trade secrets or confidential information:

If we terminate Mr. Miller's employment without cause, he will be entitled to severance equal to 24 months
of his then buse salary;

Following a change in control, if Mr. Miller terminates his employment for a good reason within a 90-day
period beginning on the 30" day following a change in control or within a 90-day period beginning on the
one year anniversary of the change in control, he will be entitled to severance equal to 36 months of his
then base salary: and

During his employment and for a period of 24 months thereafter. Mr. Miller may not. subject to limited
exceptions, (a) compete with us by forming, serving as an organizer, director, or officer of. or acquiring or
maintaining an ownership interest in, a depository financial institution or holding company of a depository
financial institution. if the depository institution or holding company has one or more offices or branches
within our territory, (b} solicit our customers for a competing business, or (¢} solicit our employees for a
competing business.

In July 2004, we entered into an employment agreement with Mr. Hobbs. which includes the following

principal terms:

Serves as Chief Financial Officer of CommunitySouth Bancshares and CommunitySouth Bank and Trust:
Minimum base salary of $90,000, which may be increased annuaily by the board of directors:

Term of two years, which is extended automatically at the end of each day so that the remaining term
continues to be two years;

Entitled to options to purchase a number of shares of common stock equal to 1.66% of the number of
shares sold in our initial public offering;




s  Participates in our retirement, welfare, and other benefit programs;

¢  Prohibited from disclesing our trade secrets or confidential information;

¢ [f we terminate Mr. Hobbs' employment without cause, he will be entitled to severance equal to 12 months
of his then base salary;

» Following a change in control, if Mr. Hobbs terminates his employment for a good reason within a 90-day
period beginning on the 30® day following a change in control or within a 90-day period beginning on the
one year anniversary of the change in control, he will be entitled to severance equal to 24 months of his
then base salary; and

¢ During his employment and for a period of 12 months thereafter, Mr. Hobbs may not, subject to limited
exceptions, (a) compete with us by forming, serving as an organizer, director, or officer of, or acquiring or
maintaining an ownership interest in, a depository financial institution or holding company of a depository
financial institution, if the depository institution or holding company has one or more offices or branches
within our territory, (b) solicit our customers for a competing business. or (¢) solicit our employees for a
competing business.

QOutstanding Equity Awards at Fiscal Year End

Number of Number of
Securities Securities
Underlying Undertying
Unexercised Unexercised Option Option
Name Options(#) Options (#) Exercise Expiration
Position Exercisable Unexercisable Price ($) Date
Allan Ducker Options 187,478 0 $ 6.40 3/15/2015
Chief Executive Officer Warrants 7,577 0 $ 6.40 3/15/2015
195,055
David Miller Options 187,478 o $ 6.40 3/15/2015
President Warrants 7.577 0 $ 640 3M15/2015
195,055
John Hobbs Options 77,706
Chief Financial Officer 77,706 0 § 640 3/15/2015
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Director Compensation

Our bylaws permit our directors to receive reasonable compensation as determined by a resolution of the
board of directors. The following Summary Compensation table shows the compensation we paid for the year ended
December 31, 2007. The directors received no compensation for the year ended December 31, 2006. See the Right
10 Acquire column of the Security Ownership of Certain Beneficial Owners and Management section for Directors
aggregate number of option awards outstanding at fiscal year end.

Fees Earned

or Paid in

Name Year Cash Total
David Larry Brotherton 2007 $ 5.000 $ 5.000
G. Dial DuBose 2007 $ 3000 $ 5.000
David W. Edwards 2007 $ 5,000 $ 5.000
R. Wesley Hammond 2007 $ 5.000 $ 5.000
Amold J. Ramsey 2007 $ 5.000 $ 5,000
W. Michael Riddle 2007 $ 5,000 $ 5,000
Joanne M. Rogers 2007 $ 5000 $ 5,000
B. Lynn Spencer 2007 § 5000 $ 5.000
J. Neal Workman, Jr. 2007 $ 5.000 $ 5000
Daniel E. Youneblood 2007 $ 5.000 $ 5.000

Equity Compensation Plan Information

The following table sets forth the equity compensation plan information at December 31, 2007. All option and
warrant information has been adjusted to reflect all prior stock splits and dividends,

Equity Compensation Plan Information
Number of securities
remaining available for

Number of securities future issuance under
to be issued Weighted-average equity compensation
upon exercise of exercise price of plans {c)
outstanding options, outstanding eptions, (excluding securities
Plan Category warrants and rights(a) warrants and rights (b) reflected in column(a))
Equity compensation 761.493 $ 717 225,233
plans approved by
security holders
Equity compensation 171,404 $ 640 0
plans not approved
by security holders
Total 932.897 § 703 225233

(1) The shares available for issuance is currently set at 21% of our outstanding shares. On January 16, 2006 the company
adopted a resolution that terminated the “evergreen™ proviston of the Company 2005 Stock Incentive Plan. As a result, the




number of shares of common stock issuable under the plan shall not be further increased in connection with any future share
issuances by the company.

(2) Each of our organizers received, for no additional consideration, a warrant to purchase one share of common stock for
$10.00 per share for every two shares they purchased in the offering, up to a maximum of 10.000 shares per organizer. The
warrants are represented by separate warrant agreements. The warrants vested on May 18. 2005, 120 days after the date of
the opening of the bank. and they are exercisable in whole or in part during the 10 year period following that date. If the
South Carolina Board of Financial Institutions or the FDIC issues a capital directive or other order requiring the bank to
obtain additional capital. the warrants will be forfeited. if not immediately exercised.

AUDIT COMMITTEE MATTERS

Qur audit committee is composed of three independent directors and operates under a written charter
adopted by the board on January 12, 2005. A copy of the charter was attached to our proxy statement for the 2006
Annual Meeting as Appendix A. The board of directors has determined that Wesley Hammond. Dr. Michael Riddle,
and Joanne Rogers are independent, as contemplated in the listing standards of The NASDAQ Stock Market. None
of the current members of the audit committee nor any other member of our board qualifies as an “audit committee
financial expert” as defined under the rules of the Securities and Exchange Commission. As a relatively small
public company, it is difficult to identify potential qualified candidates that are willing to serve on our board and
otherwise meet our requirements for service. At the present, we do not know if or when we will appoint a new
board member that qualifies as an audit committee financial expert. Although none of audit committee members
qualify as "financial experts" as defined in the SEC rules, each of our members has made valuable contributions to
the company and its shareholders as members of the audit committee. The board has determined that each member
is fully qualified to monitor the performance of management, the public disclosures by the company of its financial
condition and performance, our internal accounting operations, and our independent auditors.

Report of the Audit Committee of the Board

The report of the audit committee shall not be deemed incorporated by reference by any general statement
incorporating by reference this proxy statement into any filing under the Securities Act of 1933 or the Securitics
Exchange Act of 1934, except to the extent that the company specifically incorporates the information contained in
the report by reference, and shall not be deemed filed under such acts,

The audit committee has reviewed and discussed with management the audited financial statements. The
audit committee has discussed with the independent auditors the matters required to be discussed by the Statement
on Auditing Standurds No. 61. The audit committee has received from the independent auditors the written
disclosures and the letter required by Independence Standards Board Standard No. 1 (“Independence Discussions
with Audit Committees™) and has discussed with the independent auditors the independent auditor’s independence
from the company and its management. In reliance on the reviews and discussions referred to above, the audit
committee recommended to our board of directors that the audited financial statements be included in our Annual
Report on SEC Form 10-KSB for the fiscal year ended December 31, 2007 for filing with the SEC.

The report of the audit committee is included herein at the direction of its members, Wesley Hammond, Dr.
Michael Riddle, and Joanne Rogers.

Auditing and Related Fees
Independent Auditors

Elliott Davis, LLC was our auditor during the fiscal year ended December 31, 2007. We have selected
Elliott Davis, LLC to serve as our independent accountants for the year ending December 31, 2008. We expect that

a representative from this firm wiil be present and available to answer appropriate questions at the annual meeting
and will have an opportunity to make a statement if he or she desires to do so.
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Audit Fees

The following table shows the fees that the Company paid or accrued for the audit and other services
provided by Elliott Davis, LLC for the fiscal years ended December 31, 2007 and 2006.

Year Ended Year Ended
December 31, 2007 December 31, 2006
Audit Fees $ 48,600 $ 31,750
Audit-Related Fees 10,555 1,335
Tax Fees 21,600 2,800
Total 380755 §_35.885

Andit Fees. This category includes the aggregate fees billed for professional services rendered by Elliott
Davis, LLC for the audit of our annual consolidated financial statements and the timited reviews of our quarterly
condensed consolidated financial statements for the years ended December 31, 2007 and 2006.

Audir-Related Fees. This category includes the aggregate fees billed for non-audit services, exclusive of
the fees disclosed relating to audit fees, rendered by Elliott Davis, LLC during the fiscal years ended December 31,
2007 and 2006. These services principally include presentations to the board of directors, Audit Committee and/or
employees related to stock splits, stock options, etc.

Tax Fees, This category includes the aggregate fees billed for tax services rendered by Elliott Davis, LLC
during the fiscal years ended December 31. 2007 and 2006, These services include preparation of state and federal
tax returns, as well as amounts related to South Carolina Jobs Tax Credits.

Oversight of Accountants; Approval of Accounting Fees

Under the provisions of its charter, the audit committee is responsible for the appointment, compensaltion,
retention and oversight of the work of the independent accountants. These services may include audit services,
audit-related services, tax services and other services. The audit committee approves the fees for each specific
category of service. The policy specifically prohibits certain non-audit services that are prohibited by securities laws
from being provided by an independent accountant.

All of the principal accounting services and fees reflected in the table above were reviewed and approved
by the audit committee, The accountants represented to the audit committee that the services were performed with
fifty (50) percent or more of individuals who were employees of the independent accounting firm.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

General

The following table shows how much common stock is owned by our directors, named executive officers.
directors and executive officers as a group, and owners of more than 5% of the outstanding common stock, as of
March 28, 2008. Unless otherwise indicated, the mailing address for each beneficial owner is in care of
CommunitySouth Financial Corporation, 6602 Calhoun Memorial Highway, Easley, South Carolina 29640,

Numberof % of Beneficial

Name Mu Right to Acquire @ Ownershipu3
David Larry Brotherton 89,219 26,563 2.45%
G. Dial DuBose 39,138 25,390 1.37%
C. Allan Ducker, II1 17,656 195,056 4.35%
David W, Edwards 77,531 39,063 2.46%
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R. Wesley Hammond 35,216 19,531 1.16%

David A. Miller 13,656 195,056 4.26%
John W. Hobbs 7.810 77,706 1.79%
Arnold J. Ramsey 39,453 19,531 1.25%
W. Michael Riddle 54,296 27.344 1.73%
Joanne M. Rogers 75,781 39,063 2.42%
B. Lynn Spencer 77.656 39,063 2.46%
J. Neal Workman, Ir. 76.896 39063 2.45%
Daniel E. Youngblood 77,031 39.063 2.45%
All executive officers and directors

as a group (13 persons) 681,339 781,492 26.69%

(1) Includes shares for which the named person has sole voting and investment power, has shared voting and investment

power. or holds in an IRA or other retirement plan program. unless otherwise indicated in these footnotes.

(2) Includes shares that may be acquired within the next 60 days of March 28, 2008 by exercising vested stock options or
warrants but does not include any unvested stock options or warrants,

(3) For each individual, this percentage is determined by assuming the named person exercises all options and warrants
which he or she has the right to acquire within 60 days, but that no other persens exercise any options or warrants. For
the directors and executive officers as a group, this percentagz is determined by assuming that each director and
executive officer exercises all options or warrants which he or she has the right to acquire within 60 days, but that no
other persons exercise any eptions. The calculations are based on 4,698,647 shares of commen stock outstanding on
March 28, 2008.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

We enter into banking and other transactions in the ordinary course of business with our directors and
officers and their affiliates. It is our policy that these transactions be on substantially the same terms (including
price, or interest rates and collateral) as those prevailing at the time for comparable transactions with unrelated
parties. We do not expect these transactions to involve more than the normal risk of collectibility nor present other
unfavorable features to us. Loans to individual directors and officers must also comply with our bank’s lending
policies and statutory tending limits, and directors with a personal interest in any loan application are excluded from
the consideration of the loan application. We intend for all of our transactions with our affiliates to be on terms no
less favorable to us than could be obtained from an unaffiliated third party and to be approved by a majority of
disinterested directors.

We purchased the site for the permanent branch office in Easley on March 16, 2005 from one of our
directors. Daniel E. Youngblood. The purchase price for the property was $775,000. We received two MAI
appraisals that valued the property at the purchase price. In 2007, the Spartanburg branch location was leased for
$6.500 per month from Rogers and Ramsey LLC, a company in which two directors, Amold Ramsey and Joanne
Rogers, have a partnership interest. The Mauldin location leasehold improvements and the main office headquarters
were constructed by Trehel Construction, a company owned by one of our directors, Neil Workman Jr. We believe
that all lease rates and construction costs are comparable to transactions within unrelated persons.

COMPLIANCE WITH SECTION 16(A} OF THE SECURITIES EXCHANGE ACT OF 1934

As required by Section 16(a) of the Securities Exchange Act of 1934, the Company’s directors, its
executive officers, and certain individuals are required to report periodically their ownership of the Company’s
common stock and any changes in ownership to the SEC. Based on review of Forms 3, 4, and 5 and any
representations made 1o the company, the Company believes that all such reports for these persons were filed in a
limely fashion during 2007.
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SHAREHOLDER PROPOSALS FOR THE 2009 ANNUAL MEETING OF SHAREHOLDERS

If shareholders wish a proposal to be included in our proxy statement and form of proxy relating to our
2009 annual meeting, they must deliver a written copy of their proposal to our principal executive offices no Jater
than December 17. 2008. To ensure prompt receipt by the company, the proposal should be sent certified mail,
return receipt requested. Proposals must comply with our bylaws relating to shareholder proposals in order to be
included in our proxy materials.

Any shareholder proposal to be made at an annual meeting, but which is not requested to be included in our
proxy materials, must comply with our bylaws. It is our policy that any shareholder proposul to be made at an
annual meeting, but which is not requested to be included in our proxy materials, must be delivered to the secretary
of the company between 30 and 60 days prior to the annual meeting: provided, however, that if less than 31 days’
notice of the meeting is given to shareholders, the notice must be delivered within 10 days following the day on
which notice of the meeting was mailed to shareholders.

OTHER MATTERS

The board is not aware of any business to come before the annual meeting other than the matters described
above in this proxy statement. However, if any other matters should properly come before the meeting, it is intended
that proxies in the accompanying form will be voted in respect thereof in accordance with the judgment of the
person or persons vating the proxies. The cost of solicitation of proxies will be borne by the company. In addition
to solicitations by mail, directors, officers and regular employees of the company may solicit proxies personally or
by telegraph or telephone without additional compensation.

The board has implemented a process for shareholders of the company to send communications to the
board. Any shareholder desiring to communicate with the board. or with specific individual directors, may so do by
writing to the secretary of the company, at CommunitySouth Finuncial Corporation, 6602 Calhoun Memorial
Highway, Easley, South Carolina 29640. The secretary has been instructed by the board 1o promptly forward all
such communications to the addressees indicated thereon.

April 11, 2008
Easley, South Carolina
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INTERVIEW WITH
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ALLAN DUCKER

PRESIDENT
DAVID MILLER

CFO
JOHN HOBBS

2 ComrnunitySouth Financial Corporation

Allan, an overview of CommunitySouth's 2007 performance seems
like a good place to start.

Allan Ducker, CECQ: CommunitySouth had an outstanding vear in 2007, our
third year of operation. In arguably the toughest year for our industry in nearly
two decades, CommunitySouth was able to reporr significant growth in assets
and earnings. Total assets for the yvear grew 52.4%, while net earnings grew
35.5%, both top der performances when compared to our peers. Additionally,
we maintained our focus on excellent credit quality, which we believe is the
reason we had only $65,000 in net loan charge-offs in 2007, Lastly, we opened
our newest branch on Laurens Road in Greenville. This gives us a total of six
branches across the Upstate in only three years of operation. | guess it's safe to
say that all of us at CommunitySouth have been extremely busy growing our
franchise and building our brand.

John, what factors were the primary drivers of CornmunitySouth's
performance?

Joha Hobbs, CFOx: I believe there were five factors that contribured to our
outstanding performance in 2007, One obvious factor was our continued focus
on strong credit quality. Net charge-offs were 3.02% of total loans in 2007. The
second factor was growth in our earning assets, primarily loans. Total loans for
2007 grew 39.18%. We also reported strong revenue growth in our mortgage
division. Mortgage origination fees were 998,111 for the year, which represents
a 55% increase over 2006. One of our key initiadves in 2007 was to lower our




overall funding costs, ptimarily through strategies aimed at
increasing our core deposits, which we define as checking, savings

and money marker accounts, I'm very pleased to report that these
accounts grew $28.7 million, or 83.97%, in 2007, Lastly, we
continued a strong focus on controlling our non-interest expenses
in 2007. Our efficiency ratio for the year was 69%, which com-
pares very favorably to our peers. In fact, we were in the wp 16%
of our peer group (all banks that opened in 2005) in this regard.

Allan, John just said credit quality and mortgages were
strengths for CommunitySouth last year. Those are issues
the banking industry struggled with in 2007. How were
you able to turn those industry negatives into positives?

Allan: T believe our loan portfolio has remained solid for several
reasons. First and foremost, CommunitySouth was not and is not
a subprime lender. Secondly, the majority of our portfolio is
comptised of customers that David ot I ot one of our
community bankers have 2 long-rerm satisfactory credit history
with and have known for an extended period of time.
Furthermore, as a result of the softening real estate market, we
have taken the proactive step of dghtening our credit standards,
especially in the areas of home equity loans, construction/
development lending and real estate development lending in
general. It's true that the Upstate real estate market has softened;
howeves, our local market has fared much better than other areas
of the country. While home sales in the Upstate {units) were
down 4.5% in 2007, tortal sales volume {dollars) rose 0.8%, the
average sales price rose 4%, and our outlook for the commercial
market remains optimistic. But the real promising news is that the
Greenville Spartanburg MSA had the lowest foreclosure rate in
2007 among the 100 largest MSAs in the nation.

How do you think the recent downturn in the economy
and the mortgage business will affect CommunitySouth in
20087 Did it affect you in 20077

Allan: As T mentdoned earlier, CommunitySouth was not and is
not a participant in the subprime lending market. However, the
collapse of this segment of the market, along with the general
softening of the economy, will have an impact on our mortgage
business. Our mortgage division had a banner year in 2007; but
thus far in 2008, demand for mortgages, consumer and
commercial loans has not been as high as it was in 2007,

Core deposits, which you define as checking, savings and
money market accounts, grew $28.7 million in 2007, That
was an 83.9% increase. What do you attribute that
growth to?

David Millet, President: The key to our success has been
determination and commitment to be the market's best provider
of deposit products and services. This commitment led us to
develop a high tech / high touch philosophy. We're high tech in
that we offer many of the commercial cash management deposit
products that the big banks offer, but we provide a superior
customer setvice experience and are more high touch than they
can be. Many of our smaller bank competitors don't offer the
same high tech product line, which makes us a better choice for
many businesses and consumers,

Why is CommunitySouth leading so many of its de novo
banking peers in asset growth and net income?

Allan: There are a variety of financial reasons for this, including
our significant growth in earning assets and effictent operations.
But I believe the real reason is much deeper and goes back to our
vision and culture. Our vision is real simple - to be the financial
services provider of choice in the markets we serve. We execute
on this vision through our culture statement, which hasn't
changed since we started the Bank. Our first culture statement is
the customer comes first. Our number one corporate goal always
has been and always will be excellence in customner service, and
that is what really sets us apart. We have non-negotiable customer
service standards, such as greeting customers on their second step
in the lobby, our free refreshment center, extended hours, our no
ATM fee policy, etc. We have taken our vision and turned it into
reality. It's for this reason | truly believe we have outperformed
our peers.

It sounds like CommunitySouth enjoyed a lot of success in
2007. Of everything you accomplished last year, what are
you most proud of?

David: I would have to say I'm most proud of our employees.
The teamwork and cooperation throughout all areas of the bank
are better than any other organization I've been involved with. |
believe this unique atrnosphere is a direct result of our values and
overall corporate culture. Qur value statement describes the core
charactefistics we expect from each team member; for example,
having a positive attitude, excellence, integtity, service, teamwork
and leadership. With everyone united we've achieved exwraordinary
results: 84% core deposit growth, 53% asset growth, and growth
in profitability of 35.5%, all of which occurred in 2007
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Even with all you accomplished in 2007, your stock price
was down 37.5% in 2007. Why do you think that is?

Allan: While CommunitySouth centinued to grow both assets and
earnings at an accelerated rate in 2007, the financial services
industry expericnced one of its most tumultuous years in two
decades. The industry is facing a multitude of issues, including
continued margin compression, fierce competidon, the subprime
loan crisis, a declining real estate matket, and increased
delinquencies and related credic losses. As a result of these issues,
industry earnings were severely lagging in 2007, In facr, net
earnings for the financial services industry were down in exeess of
25% in 2007, For publicly traded companies such as
CommunitySouch, this negative news and a cautious outlook has
put negative pressutre on the financial services equity markets,
which in 2007 experienced declines of 25% o greater than 40%.
While the value of our stock was down 37.5% in 2007, out board
of directors and management team are very pleased with our
growth and overall financial performance.

Do you think the financial markets will come back soon?

Allan; 2008 will continue 1o be a challenging year for our industry,
as the conditions I just described are expected to persist in 2008.
For the financial markets to recover, industry carnings will have to
return to normal levels and we'll have to demonstrate to the
market that we have effectively managed through the credic quality
issues currently plaguing the industry.

David, CommunitySouth opened its Laurens Road branch
in Greenville in 2007. That makes six Upstate offices.
What is your current branching strategy?

David: We plan to continue branching across the Upstate, We
believe the Upstate market to be attractive due to a growing
economy, favorable business climate, low cost of living, a talented
pool of capable bankers, and an atrractive cost of real estate to
build branches,

4 CommunitySouth Financial Corporation

UlEmarely it's our goal to be the easiest bank to do business with
from both a commercial and consumer perspective. And one of
the key factors with consumers is convenience. With our free
natonwide ATMs and increased branch locations, we aim to
continuously improve our market presence.

So far we've averaged two branch openings a year, and have
offices in the four largest coundes in the Upstate. Now it's time to
fill in the gaps within each county. In 2008 we'll open on the west
side of Spartanburg, but we also have plans to identfy another
Greenville locadon.

Another key branching initiadve beginning with our West
Spartanburg locatdon is the development of our prototype
banking facility. Qur buildings aren't just structures; they are an
incredibly important part of our brand. We're working with
Greenville-based architectural firm Freeman & Major Architects
to design a prototype building that will reinforce who we are and
how we do business. When completed, it will be a visual
representaton of our brand and will create a unique, welcoming
environment for our customers.

What are your top priorities for 20087

Allan: Clearly 2008 will bring many challenges and opportunities
to our Company. To better respond to these challenges and
opportunities, out board of direcrors and management planning
reams underwent an intense strategic planning process that
resulted in 2 comprehensive five vear strategic plan, called Project
2012. This plan outlines many of our top priordties for 2008 and
is the document by which we will manage the Bank.

Project 2012 has five key areas of tocus. They are:

1. Contimious improvement of the levels of financial
performance that enhance stakeholder value. This area includes
ensuring that we are, among other things, growing in a
profitable manner, funding and operating the Company as
efficienty as possible, maintaining our solid credit quality, and
expanding our market presence.

2. Providing the customer with the Banking Unusual experience
to allow us to attract, expand and retain customer relationships.
Key initiatives include providing our custorners with a cleatly
different WOW level of service and ensuring we offer

innovative and competitive products and scrvices.

3. Attracting, retaining and developing the right employecs.
Although the technology has changed, the people aspect of
banking has not. In this regard, it's critical that we have the
right people in the right positions on the CommunitySouth team.

4. Providing employees with the tools, technology and processes
to do the right things to be done tight with consumers. This
initiative is all about ensuting we have the technology,
processes and procedures 1o make it easy for our customers to
do their business with CommunitySouth, and for our

employees [0 execute our custotmer Service strategy.

5. Continuing to develop the infrastrocture and maintaining the
managing relatonships of customers (MRC) culture. Our
culture is a key driver of our success; it's more than just words




on papet. Our culture is shared with every new employee on
their first day, and is the way we as an organization collectively
act and behave. This inidative involves analyzing our culture to
seck creative ways 1o enhance it and ensure it continues to be
¢mbraced by ALL employees.

A recent CommunitySouth shareholder newsletter
announced the creation of CommunitySouth Investment
Services. Why did you create this new department?

David: To be successful in today's environment you have w0 be
more than just a bank. CommurnitySouth 1s not just a bank; we are
a financial services provider, We offer insurance, investments, and
cash management services. In order to provide the high rouch
customer care for people who need these services, we created an
entre department called CommunitySouth Services. This
deparument is headed by Buddy White, an individual with over 20
years of experience in the industry. With his expertise, along with
addidonal staff specialists covering investments and cash
management, we provide a team approach to total customer care.
Instead of just coming to the bank to get a loan, now we ke care
of all our customers’ nceds from IRA rollovers, 401 Ks, annuities,

stock purchases, insurance and cash management.

What do you think has been the driving force behind the
Bank's success overall?

David: T chink it's the unique culture we established at the
beginning of the bank. When Allan and [ first had the idea of
creating a bank, we asked the quesdon, 'what will make us
different from everyone else?’ The answer revolved around our
cote philosophy: we wrote the word 'eustomer’ on a piece of
paper and circled it, and said everything we create from this point
on will revolee around the customer. At the end of the day, the
customer is what keeps vou in business and many banks have
drifted from this simple reality.

The next big difference is our goal of covering the endre Upstate.
Most banks form in one town. The management team, the board
and the shareholdets are from that one locaton, so they tend 10
have a hard tme growing past that one area. However, at
CommunitySouth my customer base has primarily been
Spartanburg and Greenville and I'm a native of Spartanburg,
Allan's primary customer base has been Easley, Anderson and
Sencca, or the western region of the Upstate. Together we created
a board with tes to each Upstate communiry. We've also been
foraunate enough to hire some of the best bankers in the Upszate
that share our vision and customer service philosophy. It rakes a
toral team effort for any company to achieve success. At
CommunitySouth we treat our customets and employees as family,
and that has made all the difference.

| noticed you introduced a new tagline last year. Tell me
about Banking Unusual.

Allan: 1 abways tell our employees that our number one corporate
goal always has been and abways will be excellence in customer
service. Basically all banks offer the same products and services at
generally the same price. 1t's all about the customer relationships
and the manner in which we deliver our products and services.
The philosophy of Banking Unusual is to deliver a level of
custommer service that is cleatly different from our compedtors.

I'll give you a real life example. You woull absolutely not find this
at any other bank. We're known as the cookie bank because we
bake fresh cookies daily. We don’t import them; we actually bake
them in ovens in our lobbies evervday. Our free refreshment
center also features free coffee, soft drinks and botted water. We
have a custormner with a stmall business in town. Everyday he
comes through the deive-thru and after he makes his rransaction,
our teller sends him two chocolate chip cookies and a Dr. Pepper
through the drive-thru to his truck. First, he won't find his type
of service at any other bank and secondly, he's a loyal customer
for life. Now that's Banking Unusual, #

“Qur number one corporate goal
always has been and always will be
excellence in customer service.”
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By The Numbers - OTCBB: CBSO
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Our customers don't
like paying ATM fees.

So they don't.

That's right! Use any ATM in the U.S. for free. We'll even pay
the other bank's ATM fee for you. Now that's Banking Unusual!

But what else makes us so unusual?

FREE

EZ SWITCH KIT ¢ FREE Nationwide ATMs

e FREE CommunitySouth Checks
s FREE EZ Switch Kit
¢ FREE Online Banking & Bill Pay

Just visit
csbat.com

e FREE Refreshment Center with freshly baked cookies,
hot coffee and soft drinks!

EXTENDED morning, evening & Saturday hours

Want more information?

GREENVILLE | 864-234-5556 _ ) . .
2415 Laurens Roac Get your FREE Switch Kit today. Stop by any office or visit

us online at communitysouthbankandtrust.com. What are

SPARTANBURG | 864.573-6347 e
5 you waiting for?

531 East Main Street

ANDERSON | 8464-222-8444
1510 North Main Street

GREER | 854-801-1145
530 W Wade Hampten Blvd

-
MAULDIN | 864-272-0825
787-G East Butler Road m “ n I y n “

EASLEY | 864-306-2540

8602 Calhoun Mem't Hwy BANK & TRUST

Bunking Urisse?

E_.D__'_Gﬁ; WWW.COMMUNITYSOUTHBANKANDTRUST.COM




COMMUNITYSOUTH:

>> Up Close

In operation for just over three years, CommunitySouth Bank & Trust has grown its
branch network to six locations in four of the largest Upstate countes: Greenville,
Spartanbury, Anderson and Pickens Counties. The Bank is also planning on adding
its second branch in Spartanburg, its seventh overall, in late 2008.

Greenville
County

Greer

Pickens Greenville 4
County o
s\ &
&7, -

Fasley éﬁ

Mauldin

Anderson

Y

Anderson
County

Easley Headquarters Mauldin Spartanburg

6602 Calhoun Memorial Hwy 787 East Butler Road 531 East Main Street
Easley, SC 29640 Mauldin, SC 29662 Spartanburg, SC 29302
Opened January 18, 2005 Opened December 7, 2005 Opened January 30, 2006

— —~

WG o - ‘

Anderson Greer Greenville

1510 Morth Main Street 530 W. Wade Hampton Boulevard 2415 Laurens Road
Anderson, SC 29621 Greer, SC 294650 Greenvilte, SC 29607
Opened July 31, 20046 Opened November 20, 2006 Qpened COctober 15, 2007

8 CommunitySouth Financial Corporation




From left: Daniel Youngblood, David Miller, Allan Ducker, and John Hobbs.

Daniel E. Youngblood
BoarD CHAIRMAN

Mr. Youngblood, 52, has been the owner and president of Youngblood Development Corp., 2 commercial and
residential real estate development company, since 1983. He is also managing partner of Mainstream Golf, LLC and
was owner and president of Century 21 Flynn & Youngblood, Inc. for over 20 years. Mr. Youngblood graduated from
Clemson University with a Bachelor of Science degree in Administrative Management,

C. Allan Ducker, llI
CHIer ExecuTive OFFICER

Mr. Ducker, 46, has over 24 years of experience as a banker. Prior to starting CommunitySouth, he served as senior vice
president and Pickens County executive for Carolina First Bank. Prior to that, Mr. Ducker served as executive vice
president and South Carolina state president for MountainBank. Before joining MountainBank, Mr. Ducker served as
senior vice president and regional executive for Bank of America. Mr. Ducker graduated from The Citadel with a
Bachelor of Science degree in Business Administration.

David A. Miller

PrRESIDENT AND CHIEF OFPERATING OFFICER

Mr. Miller, 40, has over 18 vears of banking experience. Prior to starting CommunitySouth, he served as senior vice
president and city executive of Arthur State Bank. Prior to thart, he served as team leader and vice president of
SouthTrust Bank. Prior 1o that he was commercial lender and vice president of CCB Financial Corporation. Mr. Miller
graduated from the University of South Carolina with a Bachelor of Science degree in Business Administration and the
University of Oklahoma National Commercial Lending School.

John W. Hobbs

CHIEF FinanclaL OFFICER

Mr. Hobbs, 45, is a Certified Public Accountanr with over 19 years of banking experience, Prior to joining
CommunitySouth he served as chief financial officer of Carolina National Bank. Prior to joining Carolina National

Bank, he served as the chief financial officer of First National Bank of the Carolinas. Mr. Hobbs graduated from the
University of South Carolina in 1984 with a Bachelor of Science degree in Accounting,
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"Wouﬁﬂ/ Sauwel my
businessy $200-#300 o month!”

- BETTY WINSLETT
Owner, Winslett’'s Produce

*Our small business is busy in the spring, with lots of checks
to deposit. Service fees at our old bank cost $200 to $300 a
month. But with our new Free Business Checking at
CommunitySouth, we get 500 items a month free, so we
never have service fees. | enjoy CommunitySouth’s free
nationwice ATMs and my husband especially loves the
cookies!”

Open your Free Business Checking Account today:

e NO Monthly Fee & No Minimum Balance

¢ 500 FREE Monthly Transactions

¢ FREE Business Courier Service™

+ FREE Nationwide ATMs

o FREE Business VISA Debit Card

o FREE Business Online Banking with Bill Pay

e FREE Refreshment Center with freshly baked cookies,
hot coffee and soft drinks!

GREENVILLE | 864-234-5556
2415 Laurens Road
For more informatian or to open your Free Business Checking, stop by

SPARTANBURG | 854-573-6347 . . . .
any office or visit us online at communitysouthbankandtrust.com.

531 East Main Street

ANDERSON § 844-222-8444
1510 North Main Street

GREER | 864-801-1165 |

MAULDIN | 864-272-0825

787.G East Butler Road BANK & TRUST

EASLEY | 8564-306-2540
6602 Calhoun Mem'| Hwy

\
E_.D_!g WWW.COMMUNITYSOUTHBANKANDTRUST.COM

* Not all businesses qualify for courier service. Contact us for details.




What is ’Bo.nw Uusuwal?

STEP INTO ANY
COMMUNITYSOUTH
OFFICE AND EXPERIENCE
THE BANKING UNUSUAL
DIFFERENCE.

BUT WHAT EXACTLY IS
BANKING UNUSUAL?

CommunityScuth Bank & Trust, the
11th fastest growing company in Scuth
Carolina, unveiled its new tagline -
Banking Unusual! - in eatly 2007. The
tagline is definitely a departure from the
rradidonal bank brand. So whar exacdy
is Banking Unusual?

"A ragline caprures the essence of a
company, and ts an important
component of the overall branding
strategy,” said Barbra Anderson, Senior
Vice President and Marketing Director
for CommunitySouth Bank & Trust.
"We believe that Banking Unusual!
conveys the personality of our brand
and more accurately describes who we
are and how we do business.”

The tagline reflects broader marketing
initatives and branding scrategies.
CommunitySouth's marketing
deparument has been working on several
other initiatives designed to showcase
the new tagline and promote what
makes the Bank unique.

CommunitySouth's free business courier
service received a facelift in 2007 in the
form of new courier cars. The new
Chrysler PT Cruisers, loosely referred wo
as cookie mobiles, received a new paint

job wo match the Bank’s new branding
strategy. The eye-carching wrap includes
a photo of a large chocolate chip cookie
covering the back passenger window:

"Our couner cars were wrapped to
promote what makes CommunitySouth
unusual," said Anderson. "We offer
more free and less fee with nanonwide
free ATMs, free business courier service
and our free freshly baked cookies, It's
not everyday you drive by a car with a
gigantic chocolate chip cookie painted
on it, It's a real avention getter.”

The courier cars were recently joined by
martching ATMs. The Bank, who waives
all ATM fees, decided ro get their free
ATM message out by wrapping its
ATMs. And of course, included images
of its freshly baked cookies.

"Our wrapped ATMs inform non-
customers abour our natonwide free
ATM service and also give people a
reason to come inside our branches,”
said C. Allan Ducker, 11, Chief
Executive Officer of CommunitySouth
Bank & Trust. "We want o give
customers an incentive tc come inside
the office where they can ke advantage
of our free refreshment center and get

2007 Annual Report 11




to know our friendly bankers. We believe our offices are very
inviting places for our customers to do business.”

The branding initiative also included an interior sprucing up
of the Bank's six branches. Designed to create a consistent
and customer-friendly environment, the mini face-lift
included branding the Bank’s free refreshment center with
colorful signage, CommunitySouth-wrapped soda machines,
cookie displays, and inviting welcome mats,

The Bank's new mascot also made its debut in 2007, and
children have been begging their mom to have their photo
taken with Chip the Cookie Jar™ ever since.

"The mascot character is pretty sclf-explanarory,” said
Anderson. "Our branches bake fresh cookies all day long, We
couldn't have a bear or a squirrel as a mascot, we needed
Chip the Cookie Jat™. He fits perfectly.”

The mascot visits Bank branches and daycare centers and
attends local community events. Recentdy Chip has been
visiting local elementary schools as part of a motivational
program with Miss Fasley, Ambra Yarbrough, "Chip has
proven very popular with kids of all ages," said Ducker. "We
think he’s a great ambassador for CommunitySouth.”

But CommunirySouth knows that banking is more than just
free cookies and ATMs. Behind this marketing campaign’s
cutesy exterior lies a serious purpose.

12 CommunitySouth Financial Corporation

"Banking is a reladonship business and at the core of
Banking Unusual is the goal to make banking less of a
chore,” said Ducker. "And while we do unusual things like
free cookies and free courier service, the essence and
personality of our company is about personal relationships.
For example, we have CommunitySouth umbrellas in the
vestibules of each branch. When it rains, we walk customers
tor their cars, It's the little things that collectively have a huge
importance." B

Learn more about
Chip the Cookie Jar™
by visiting
communitysouthbankandtrust.com!




Selected Financial Data

The following selected financial data for the years ended December 31, 2007, 2006 and 2005 was derived from the
consolidated financial statements and other data of CommunitySouth Financial Corporation and its subsidiary,
CommunitySouth Bank and Trust (the “Bank™) (collectively, the “Company™). The selected financial data should be read in
conjunction with the consolidated financial statements of the Company, including the accompanying notes, included
elsewhere herein.

On January 16, 2006, the Company effected a 5-for-4 stock split in the form of a stock dividend for shareholders of record as
of December 15, 2005. On January 16, 2007, the Company effected a 5-for-4 stock split in the form of a stock dividend for
shareholders of record as of December 15, 2006. All share and per share data has been adjusted for all periods prior to the

splits.

(Dollars in thousands except per share data) 2007 2006 2008

Income Statement Data:
Interest income — loans $ 21,403 3 13,644 $ 4.544
Interest income - investments 1,813 1.041 441
Total interest income 23,216 14,685 4,985
Interest expense — deposits (13.069) {7,281} {1.863)
Net interest income 10,147 7,404 3,122
Provision for loan losses (1.188) (1.532) {1.558)
Net interest income afier provision for loan losses 8,939 5,872 1,564
Non-interest income 1,575 842 321
Non-interest expense (8,184) (5.197) (2.680)
Income {loss) before income taxes 2,350 1,517 (795)
Income tax {expense) benefit (782) {360) 179

Net income (loss)

Balance Sheet Data:

1568 & LIST 5 (616)

Totat assets $ 377,867 § 248,273 § 136,826
Earning assets 361,890 235,959 132,969
Investment securities, available for sale " 24,844 100 -
Other investments & 447 271 83
Loans ©! 302,934 217,664 115,704
Allowance for loan losses (4,214) (3,091) (1,558)
Deposits 327,664 217,031 106,972
Shareholders’ equity 31,471 29,695 28,286
Per-Share Data:
Net income (loss) — basic h) 033 % 025 8§ {0.13)
Net income (loss) — diluted 0.31 0.22 {0.13)
Book value 6.70 6.32 6.04
Return on Equity and Assets:
Return on average assets 0.50% 0.59% (0.77)%
Return on average equity 5.12% 4.08% (2.24)%
Average equity Lo average assets ratio 9.76% 14.53% 34.55%

()
(2)
3

Marketable securities are stated at fair value.
Non-marketable securities are stated at cost.

Loans are stated at gross amounts before allowance for loan losses.

e
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Forward Looking Statements

This report contains “forward-looking statements™ within the meaning of the securities laws. All statements that are not
historical facts are “forward-looking statements.” You can identify these forward-looking statements through our use of
words such as “may,” “will,” “expect,” “anticipate,” “believe,” “intend,” “estimate,” “project,” “continue,” or other similar
words. Forward-looking statements include, but are not limited to, statements regarding our future business prospects,
revenues, working capital, liquidity, capital needs, interest costs, income, business operations and proposed services.

ER T ELIYY (LTS

These forward-looking statements are based on current expectations, estimates and projections about our industry,
management's beliefs, and assumptions made by management. Such information includes, without limitation, discussions as
to estimates, expectations, beliefs, plans, strategies, and objectives concerning our future financial and operating
performance. These statements are not guarantees of future performance and are subject to risks, uncertainties and
assumptions that are difficult to predict, particularly in light of the fact that we are a new company with limited operating
history. Therefore, actual results may differ materially from those expressed or forecasted in such forward-looking
statements. The risks and uncertainties include, but are not limited to:

» our rapid growth to date and short operating history;

significant increases in competitive pressure in the banking and financial services industries;

changes in the interest rate environment which could reduce anticipated or actual margins;

changes in political conditions or the legislative or regulatory environment;

general economic conditions, either nationally or regionally and especially in our primary service area, becoming
less favorable than expected resulting in, among other things, a deterioration in credit quality;

changes occurring in business conditions and inflation;

changes in technology;

changes in monetary and tax policies;

the lack of seasoning of our loan portfolio, especially given our rapid loan growth;

the level of allowance for loan losses;

the rate of delinquencies and amounts of charge-offs;

adverse changes in asset quality and resulting credit risk-related losses and expenses;

loss of consumer confidence and economic disruptions resulting from terrorist activities;

changes in the securities markets; and

other risks and uncertainties detailed from time to time in our filings with the Securities and Exchange Commission.

L I

L ]
L]
We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new

information, future events or otherwise. In light of these risks, uncertainties, and assumptions, the forward-looking events
discussed in this report may not occur.

A copy of the our Annual Report on Form 10-KSB for the fiscal year ended December 31, 2007, as filed with the Securities
and Exchange Commission, which contains a discussion of certain risks and uncertainties that could affect our forward-
looking statements, will be sent to any shareholder without charge upon written request to: CommunitySouth Financial
Corporation, Attn: John W. Hobbs, Chief Financial Officer, 6602 Calhoun Memorial Highway, Easley, South Carolina
29640.

Market for Common Stock and Dividends

Since March 15, 2006, our common stock has been quoted on the OTC Bulletin Board under the symbol “CBSO.”
Quotations on the OTC Bulletin Board reflect inter-dealer prices, without retail mark-up, mark-down, or commissions, and
may not represent actual transactions. Transactions of our common stock did not begin to occur on the OTC Bulletin Board
until March 16, 2006.

The following is a summary of the high and low bid prices for our common stock reported by the OTC Bulletin
Board for the periods indicated (the bids prices have been adjusted for all stock splits).

2007 High Low

Fourth Quarter $ 1140 3§ 855
Third Quarter 13.50 11.00
Second Quarter 15.90 12.75
First Quarter 18.00 13.68




2006 High Low

Fourth Quarter $§ 1536 $ 10.80
Third Quarter 14.40 12.00
Second Quarter 17.60 13.60
First Quarter 15.60 15.20

As of December 31, 2007, there were 4,698,697 shares of commeon stock outstanding held by approximately 945
sharcholders of record.

We have not declared or paid any cash dividends on our common stock since our inception. For the foreseeable
future we do not intend to declare cash dividends. We intend to retain earnings to grow our business and strengthen our
capital base. Qur ability to pay dividends depends on the ability of our subsidiary, CommunitySouth Bank and Trust, to pay
dividends to us. As a South Carolina state bank, CommunitySouth Bank and Trust may only pay dividends out of its net
profits, after deducting expenses, including losses and bad debts. In addition, the Bank is prohibited from declaring a
dividend on its shares of common stock unless its surplus equals or exceeds its stated capital. At December 31, 2007, the
Bank’s surplus exceeded its stated capital by $1,970,050.



COMMUNITYSOUTH FINANCIAL CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS

Basis of Presentation

The following discussion should be read in conjunction with the Cornpany’s Financial Statements and the Notes thereto and
the other financial data included elsewhere in this Annual Report. The financial information provided below has been
rounded in order to simplify its presentation. However, the ratios and percentages provided below are calculated using the
detailed financial information contained in the Consolidated Financial Statements, the Notes thereto and the other financial
data included elsewhere in this Annual Report.

General

CommunitySouth Financial Corporation is a bank holding company headquartered in Easley, South Carolina. Its subsidiary,
CommunitySouth Bank and Trust, opened for business on January 18, 2005. The principal business activity of the Bank is to
provide banking services to domestic markets, principally in the upstate of South Carolina. The deposits of the Bank are
insured by the Federal Deposit Insurance Corporation (the “FDIC”). The Company completed an initial public offering of its
common stock in which it sold a total of 4,681,069 shares at $6.40 per share (as adjusted for all previous stock splits).
Proceeds of the offering were used to pay organizational costs and provide the initial capital for the Bank.

Overview

The following discussion describes our results of operations for the years ended December 31, 2007 and 2006 and also
analyzes our financial condition as of December 31, 2007 and 2006. We received approvals from the FDIC, the Federal
Reserve Board (“FRB™) and the State Board of Financial Institutions during January 2005, and commenced business on
January 18, 2005.

Like most community banks, we derive most of our income from interest we receive on our loans and investments. Gur
primary source of funds for making these loans and investments is our deposits, on which we pay interest. Consequently, one
of the key measures of our success is our amount of net interest income, or the difference between the income on our
interest-earning assets, such as loans and investments, and the expense on our interest-bearing liabilities, such as deposits.
Another key measure is the spread between the yield we earn on these interest-eaming assels and the rate we pay on our
interest-bearing liabilities.

Of course, there are risks inherent in all loans, so we maintain an allowance for loan losses to absorb probable losses on
existing loans that may become uncollectible. We establish and maintain this allowance by charging a provision for loan
losses against our operating earnings. We have included a detailed discussion of this process in the following section.

In addition to earning interest on our loans and investments, we earn income through fees and other expenses we charge to
our customers. We describe the various components of this non-interest income, as well as our non-interest expense, in the
discussion below.

Results of Operations
Results of operations are only presented for the years ended December 31, 2007 and 2006.

Net interest income increased $2.7 million, or 37.0%, to $10.1 million in 2007, up from $7.4 million in 2006. The primary
component of interest income in 2007 was interest on loans, including fees, of $21.4 million, as compared to $13.6 million in
2006, The increase in net interest income was due primarily to an increase in average eamning assets, which increased by
$111.1 million, or 58.8%, in 2007 due to continued growth in the loan portfolio during this third year of operation.

The Company’s net interest spreads were 2.75% and 3.05% in 2007 and 2006, respectively. The Company’s net interest
margins were 3.38% and 3.92% in 2007 and 2006, respectively. This decline of 54 basis points in the net interest margin
was due to the increased leveraging of our capital. Yields on average earning assets decreased from 7.79% in 2006 to 7.74%
in 2007. Rates on average interest bearing liabilities increased from 4.74% in 2006 to 4.99% in 2007. These changes in
yields and rates resulted in a net decrease in net interest spread of 30 basis points. Average shareholder equity was 11.7% of
average interest bearing liabilities in 2007 and 18.4% of average interest bearing liabilities in 2006.




The provision for loan losses was $1.2 million in 2007, compared to $1.5 million in 2006. The charges to the provision were
to maintain the allowance for loan losses at a level sufficient to cover estimated losses inherent in the loan portfolio.

Non-interest income increased $731,710, or 86.8%, to $1.6 million in 2007, up from non-interest income of $842,510 in
2006. The increase is attributable to the $356,045 increase, or 55.5%, in mortgage loan origination fees, which was $998,111
for the year ended December 31, 2007 due to our increased volume in mortgage loan originations, and to the $222,048
increase in bank-owned life insurance. Service charges on deposit accounts increased $59,512, or 67.0%, to $148,338 in
2007, as compared to service charges on deposit accounts of $88,826 in 2006, due to the increased volume in deposit
accounts,

Non-interest expense increased $3.0 million, or 57.5%, to $8.2 million in 2007, compared to non-interest expense of $5.2
million in 2006. Non-interest expense increased in all categories as a result of our continued growth. Salaries and employee
benefits increased $1.5 million to $4.3 million for the year ended December 31, 2007. This increase is attributable to normal
pay increases, hiring of additional staff to meet the needs associated with our growth, including the opening of a full service
branch during 2007, and incentive compensation for commercial lenders and branch managers. The Company’s efficiency
ratio was 69.8% in 2007 compared to 63.0% in 2006. The efficiency ratio is defined as non-interest expense divided by the
sum of net interest income and non-interest income, net of gains and losses on sales of assets. The deterioration in our
efficiency ratio is primarily attributable to the increased expenses described above, which we incurred to position our Bank
for anticipated growth

The Company’s net income was $1.57 million in 2007, compared to a net income of $1.16 million in 2006. The net income
for the year reflects our continued growth, as average earning assets increased from $188.8 million in 2006 to $299.8 million
in 2007. Return on average assets during 2007 was 0.50% compared to a return of 0.59% in 2006. Net income was after an
income tax expense of $781,656 in 2007 and an income tax expense of $360,420 in 2006. The income tax expenses for 2007
and 2006 resulted in effective tax rates of 33.3% and 23.8%, respectively. See Notes | and 6 to the consolidated financial
statements for additional information about income taxes.

Net Interest Income

General. The largest component of the Company’s net income is its net interest income, which is the difference between the
income earned on assets and interest paid on deposits and borrowings used to suppert such assets, Net interest income is
determined by the yields eamed on the Company’s interest-earning assets and the rates paid on its interest-bearing liabilities,
as well as the relative amounts of interest-earning assets and interest-bearing liabilities. Net interest income divided by
average interest-earning assets represents the Company’s net interest margin. The net interest spread is the difference
between the yield we earn on our interest-eamning assets and the rate we pay on our interest-bearing liabilities.

Rate/Volume Analysis. Net interest income can be analyzed in terms of the impact of changing interest rates and changing
volumes. The following tables set forth the effect which the varying levels of interest-earning assets and interest-bearing
liabilities and the applicable rates have had on changes in the net interest income for the periods presented.

December 31, 2007 vs. 2006 December 31, 2006 vs. 2005
Increase (decrease) Due to Increase (decrease) Due to
Rate / Rate /
{Dollars in thousands) Yolume Rate  Volume _Total _Volume Rate  Volume Total
Interest Income
Loans $ 7852 % (59) % (34) $7,759 % 7395 & 640 § 1,056 $9,100
Investment securities ¢ 463 5 182 650 10 - 2 12
Federal funds 131 {8) (1) 122 403 97 88 588

Total Interest Income $ 8446 $_(62) § 147 $8531 § 7808 § 746 § 1.146 $9.700

Interest Expense
Deposits § 5001 § 429 § 295 $£5725 § 4,075 $ 384 § 860 §$5419
Other borrowings - - 63 63 (1) (1) 1 (1)
Total Interest Expense $§ 5001 $ 429 § 358 S$55.788 $ 4,174 $ 383 § 861 $54I8

Netlnterest Income ~ § 3445 8§ (491) $ (11) $2743 $ 3634 § 363 § 285 §4,28

™" For the purpose of this table, the investment securities include marketable and non-marketable securities.




Average Balances, Income and Expenses and Rates. The following table sets forth, for the years ended December 31, 2007
and 2006, information related to the Company’s average balance sheet and its average yields on eamning assets and average
costs of interest-bearing liabilities. Such yields are derived by dividing income or expense by the average balance of the
corresponding earning assets or interest-bearing liabilities. Average balances have been derived from the daily balances
throughout the periods indicated.

2007 2006
Average Income/  Yield/ Average  Income/ Yield /
(Dollars in thousands) Balance Expense _Rate Balance Expense Rate
Assets
Earning assets:
Loans " $264,844 S 21,400 8.08% $168,107 § 13,644 8.12%
Investment securities 12,067 663  5.49% 330 i3 3.94%
Federal funds sold and other 22,914 1.150 5.02% 20,325 1,028 5.06%
Total earning assets 299,825 2321t 7.74% 188,762 14.683 7.79%
Cash and due from banks 4,720 2,984
Premises and equipment 4,953 4,031
Other assets 7,856 1,694
Allowance for loan losses (3,6806) (2.294)
Total assets $313,668 §195,177
Liabilities
Interest-bearing liabilities:
Repurchase agreements $ 2315 % 63 2.72% h) - % - %
Interest-bearing
transaction accounts 11,520 196  1.70% 3,991 29 1.47%
Savings deposits 19,107 648  3.39% 10,234 363 3.55%
Time deposits 228,748 12,16, 5.32% 139.535 6,859 4,92%
Total interest-bearing liabilities 261,690 13.06¢ 4.99% 153,760 7.281 4.74%
Demand deposits 18,864 11,429
Accrued interest and other liabilities 2,492 1,627
Total liabilities 283,046 166,816
Shareholders' equity 30,622 28.361
Total liabilities and
shareholders’ equity $313,668 $.195,177
Net interest income § 1044 $ 7404
Net interest spread _2.75% _3.05%
Net interest margin _3.38% ‘ _3.92%

1 There were $35,172 and $283,934 of loans in non-accrual status as of December 31, 2007 and 2006, respectively. The
effect of fees collected on loans in 2007 and 2006 totaled $654,596 and $527,248, respectively, and increased the
annualized yield on loans by 25 basis points from 7.83% for 2007 and by 32 basis points from 7.80% for 2006. The
effect of such fees on the annualized yield on earning assets was an increase of 22 basis points from 7.52% in 2007 and
an increase of 28 basis points from 7.51% in 2006. The effects of such fees on net interest spread were an increase of 22
basis points from 2.53% for 2007 and an increase of 28 basis points from 2.77% for 2006. The effects of such fees on
net interest margin were an increase of 21 basis points from 3.17% for 2007 and an increase of 27 basis points from
3.65% for 2006.

@ For the purpose of this table, the investment securities include marketable and non-marketable securities.
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Interest Sensitivity. The Company monitors and manages the pricing and maturity of its assets and liabilities in order to
diminish the potential adverse impact that changes in interest rates could have on its net interest income. The principal
monitoring technique employed by the Company is the measurement of the Company’s interest sensitivity “gap”, which is
the positive or negative dollar difference between assets and liabilities that are subject to interest rate repricing within a given
period of time. Interest rate sensitivity can be managed by repricing assets or liabilities, selling securities available for sale,
replacing an asset or liability at maturity, or adjusting the interest rate during the life of an asset or liability. Managing the
amount of assets and liabilities repricing in this same time interval helps to hedge the risk and minimize the impact on net
interest income of rising or falling interest rates.

The following table sets forth the Company’s interest rate sensitivity at December 31, 2007.

After
Three One Greater
Within Through Through Than
Three Twelve Five Five
(Dollars in thousands) Months Months Years Years Total
Assets
Earning assets:
Loans, gross $ 155755 % 2285 § 112450 S 11,873 § 302,934
Investment securities, available for sale 2,001 2,001 11,621 9,221 24,844
Other investments - - - 447 447
Fed Funds 33,665 — — -~ 33,665
Total earning assets 191,421 24 857 124071 21.541 361,890
Liabilities
Interest-bearing liabilities:
Interest-bearing deposits:
Repurchase agreements - 15,000 - - 15,000
Demand deposits 13,721 - - - 13,721
Savings deposits 24,634 - - - 24,634
Time deposits 31.712 215,262 17,871 - 264,845
Total interest-bearing liabilities 70,067 230.262 17,871 = 318,200
Period gap $ 121354 § (205405) S_106200 § 21,541 § 43,600
Cumulative gap § 121354 % (B4050) $ 22,150
Ratio of cumulative gap to total earning assets 33.53% {23.23)% 6.12% 12.07% _____ 12.07%

The above table reflects the balances of interest-earning assets and interest-bearing liabilities at the earlier of their repricing
or maturity dates. Overnight federal funds are reflected at the earliest pricing interval due to the immediately available
nature of the instruments. Scheduled payment amounts of fixed rale amortizing loans are reflected at each scheduled
payment date. Scheduled payment amounts of variable rate amortizing loans are reflected at each scheduled payment date
until the loan may be repriced contractually; the unamortized balance is reflected at that point. Interest-bearing liabilities
with no contractual maturity, such as savings deposits and interest-bearing transaction accounts, are reflected in the earliest
repricing period due to contractual arrangements which give the Company the opportunity to vary the rates paid on those
deposits within a thirty-day or shorter period. Fixed rate time deposits, principally certificates of deposit, are reflected at
their contractual maturity date.

The Company generally would benefit from increasing market rates of interest when it has an asset-sensitive gap position
and generally would benefit from decreasing market rates of interest when it is liability-sensitive. The Company is
cumulatively liability sensitive over the three-month to twelve-month period and asset sensitive over all periods greater than
one year. However, the Company’s gap analysis is not a precise indicator of its interest sensitivity position. The analysis
presents only a static view of the timing of maturities and repricing opportunities, without taking into consideration that
changes in interest rates do not affect all assets and liabilities equally. Net interest income may be impacted by other
significant factors in a given interest rate environment, including changes in the volume and mix of earning assets and
interest-bearing liabilities,




Provision and Allowance for Loan Losses

General. The Company has developed policies and procedures for evaluating the overall quality of its credit portfolio and
the timely identification of potential problem loans. On a quarterly basis, the Company’s Board of Directors reviews and
approves the appropriate level for the Company’s allowance for loan losses based upon management’s recommendations, the
results of the internal monitoring and reperting system, and an analysis of economic conditions in its market,

Additions to the allowance for loan losses, which are expensed through the provision for loan losses on the Company’s
income statement, are made pericdically to maintain the allowance at an appropriate level based on management’s analysis of
the estimated losses inherent in the loan portfolio. Loan losses and recoveries are charged or credited directly to the
allowance. The amount of the provision is a function of the level of loans outstanding, the level of non-performing loans,
historical loan loss experience, the amount of loan losses actually charged against the reserve during a given period, and
current and anticipated economic conditions.

The Company’s allowance for loan losses is based upon judgments and assumptions about risk elements in the portfolio,
future economic conditions, and other factors affecting borrowers. The process includes identification and analysis of loss
potential in various portfolio segments utilizing a credit risk grading process and specific reviews and evaluations of
significant problem credits. However, there is no precise method of estimating credit fosses, since any estimate of loan
losses is necessarily subjective and the accuracy depends on the outcome of future events. In addition, due to our rapid
growth over the past several years and our limited operating history, a large portion of the loans in our loan portfolic was
originated recently. In general, loans do not begin to show signs of credit deterioration or default until they have been
outstanding for some period of time, a process referred to as seasoning. As a result, a portfolio of more mature loans will
usually behave more predictably than a newer portfolio. Because our loan portfolio is relatively new, the current level of
delinquencies and defaults may not be representative of the level that will prevail when the portfolio becomes more
seasoned, which may be higher than current levels. If charge-offs in future periods increase, we may be required to increase
our provision for loan losses, which would decrease our net income and possibly our capital,

Based on present information and an ongoeing evaluation, management considers the allowance for loan losses to be adequate
to meet presently known and inherent losses in the loan portfolic. Management’s judgment about the adequacy of the
allowance is based upon a number of assumptions about future events which it believes to be reasonable but which may or
may not be accurate. Thus, there can be no assurance that charge-offs in future periods will not exceed the allowance for
loan losses or that additional increases in the allowance for loan losses will not be required. The Company does not altocate
the allowance for loan losses to specific categories of loans but evaluates the adequacy on an overali portfolio basis utilizing
a risk grading system.

The following table sets forth certain information with respect to the Company’s allowance for loan losses and the
composition of charge-offs and recoveries for the year ended December 31, 2007 and 2006.

Allowance for Loan Losses

(Dollars in thousands) 2007 2006

Total loans outstanding at end of period h 302934 § 217,664

Average loans outstanding $ 264844 S§__ 168,107

Balance of allowance for loan losses at beginning of year b 3091 % 1,558

Provision for loan losses 1,188 1,533

Charge-offs (65 =

)

Balance of allowance for loan losses at end of year 3 4,214 § 3,091

Allowance for loan losses to period end loans 1.39 1.42
% Yo

Non-performing Assets
Non-performing Assets. There were $35,172 and $283,934 of non-accrual loans at December 31, 2007 and December 31,

2006, respectively. There were no loans past due 90 days or more and still accruing interest, or restructured loans at
December 31, 2007 or December 31, 2006.
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The Company’s policy with respect to non-performing assets is as follows. Accrual of interest will be discontinued on a loan
when management believes, after considering economic and business conditions and collection efforts that the borrower’s
financial condition is such that the collection of interest is doubtful. A delinquent loan will generally be placed in non-
accrual status when it becomes 90 days or more past due unless the estimated net realizable value of collateral exceeds the
principal balance and accrued interest. When a loan is placed in non-accrual status, all interest which has been accrued on
the loan but remains unpaid is reversed and deducted from current earnings as a reduction of reported interest income. No
additional interest will be accrued on the loan balance until the collection of both principal and interest becomes reasonably
certain, When a problem loan is finally resolved, there may ultimately be an actual write-down or charge-off of the principal
balance of the loan to the allowance for loan losses.

Potential Problem Loans. Potential problem loans are loans that are not included in impaired loans (non-accrual loans or
loans past due 90 days or more and still accruing), but about which management has become aware of information about
possible credit problems of the borrowers that causes doubt about their ability to comply with current repayment terms. At
December 31, 2007 and December 31, 2006, the Company had identified $1,625,150 and $0, respectively, of potential
problem loans through its internal review procedures. The results of this internal review process are considered in
determining management’s assessment of the adequacy of the allowance for loan losses.

Non-interest Income and Expense

Non-interest Income. The largest component of non-interest income was mortgage origination fees which totaled $998,111
and $642,066 for the years ended December 31, 2007 and 2006, respectively.

The following table sets forth the principal components of non-interest income for the years ended December 31, 2007 and
2006.

{Dollars in thousands) 2007 2006
Mortgage origination fees b 998 § 642
Service charges on deposit accounts 148 89
Bank-owned life insurance 222 -
Other income 207 112
Total non-interest income 8 1575 § 843

Non-interest Expense. Salaries and employee benefits comprised the largest component of non-interest expense which
totaled $4.3 million and $2.8 million for the years ended December 31, 2007 and 2006, respectively. All of the other
categories of non-interest expense totaled $3.9 million and $2.4 million for the years ended December 31, 2007 and 2006,
respectively.

The following table sets forth the primary components of non-interest expense for the years ended December 31, 2007 and
2006.

{Dollars in thousands) 2007 2006

Salaries and benefits $ 4336 § 2,845
Net occupancy 500 273
Depreciation 601 365
Equipment maintenance and rental 109 57
Advertising 270 240
Professional fees 335 172
Office supplies 146 172
Telephone 145 i1
Data processing 603 341
Other 1,139 621
Total non-interest expense § 8184 $ 5,197
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Earning Assets

Loans. Loans are the largest category of earning assets and typically provide higher yields than the other types of eaming
assets. Loans also entail greater credit and liquidity risks than most of the Company’s other investments and short-term
interest-earning cash and cash equivalents, which management attempts to control and counterbalance. Loans averaged
$264.8 million and $168.1 million in 2007 and 2006, respectively. Total loans were $302.9 million and $217.7 million at
December 31, 2007 and 2006, respectively.

The following table sets forth the composition of the loan portfolio by category at December 31, 2007 and 2006 and
highlights the Company’s general emphasis on mortgage lending.

2007 2006
Percent Percent
(Dollars in thousands) Amount  OfTotal _Amount _Of Total
Real estate — construction $ 124,016 40.94% S 69,02t 31.71%
Real estate -~ mortgage 149,369 49.31% 128,709 59.13%
Commercial and industrial 26,095 8.61% 17,239 7.92%
Consumer 3.454 1.14% 2.695 1.24%
Total loans, gross 302,934 _100.00% 217,664 _100.00%
Allowance for loan losses (4.214) (3.091)
Net loans $298,720 $214,573

The largest component of loans in the Company’s loan portfolio is real estate mortgage loans. At December 31, 2007 and
2006, real estate mortgage loans, which consist of first and second mortgages on single or multi-family residential dwellings,
loans secured by commercial and industrial real estate and other loans secured by multi-family properties and farmland,
totaled $149.4 million and $128.7 million, respectively and represented 49.31% and 59.13%, respectively of the total loan
portfolio. In the context of this discussion, a “real estate mortgage loan™ is defined as any loan, other than a loan for
construction purposes, secured by real estate, regardless of the purpose of the loan. It is common practice for financial
institutions in the Company’s market area to obtain a security interest in real estate whenever possible, in addition to any
other available collateral. This collateral is taken to reinforce the likelihood of the ultimate repayment of the loan and tends
to increase the magnitude of the real estate loan portfolio component.

The demand for residential and commercial real estate loans in the upstate South Carolina market is strong due to the
historically low interest rate environment. Commercial real estate loans are generally viewed as having more risk of default
than residential real estate loans. They are also typically larger than residential real estate loans and consumer loans and
depend on cash flows from the owner’s business or the property to service the debt. Cash flows may be affected
significantly by general economic conditions (including rising interest rates) and a dewnturn in the local economy or in
occupancy rates in the local economy where the property is located could increase the likelihood of default. Because our
loan portfolio contains a number of commercial real estate loans with relatively large balances, the deterioration of one or a
few of these loans could cause a significant increase in our level of non-performing loans. An increase in non-performing
loans could result in a loss of earnings from these loans, an increase in the related provision for loan losses and an increase in
charge-offs, all of which could have a material adverse effect on our financial condition and results of operations,

Real estate construction loans totaled $124.0 miilion and $69.0 million at December 31, 2007 and 2006, respectively. In the
context of this discussion, a “real estate construction loan™ is defined as any loan for construction purposes, secured by real
estate.

Commercial and industrial loans totaled $26.1 million and $17.2 million at December 31, 2007 and 2006, respectivety and
comprised 8.61% and 7.92%, respectively of the total portfolio. In the context of this discussion, a “commercial and
industrial loan™ is defined as any loan for a non-consumer purpose, not secured by real estate.

The Company’s loan portfolio also includes consumer loans. At December 31, 2007 and 2006, consumer loans totaled $3.5
million and $2.7 mullion, respectively and represented 1.14% and 1.24%, respectively of the total loan portfolio.

The Company’s loan portfolio reflects the diversity of its upstate South Carolina market. The Company’s offices are located
in Easley, Spartanburg, Mauldin, Greer, Anderson and Greenville, South Carolira. Management expects the area to remain
stable with continued growth in the near future. The diversity of the economy creates opportunities for all types of lending.
The Company does not engage in foreign lending.
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The repayment of loans in the loan portfolio as they mature is also a source of liquidity for the Company. The following
tables set forth the Company’s loans maturing within specified intervals at December 31, 2007 and 2006.

2007 Over One
Year
Through Over
One Year Five Five
{Doliars in thousands) or Less Years Years Total
Real estate — construction $ 66972 % 49908 § 7,136 % 124,016
Real estate —~ morigage 34,964 93,976 20,429 149,369
Commercial and industrial 13,351 11,313 1,431 26,095
Consumer 1.408 1,262 784 3.454
§ 116695 § _ 156,459 § 29780 § 302934
Loans maturing after one year with:
Fixed interest rates $ 132,590
Floating interest rates 53.649
5 186,239
2006 Over One
Year
Through Over
One Year Five Five
(Dollars in thousands) or Less Years Years Total
Real estate — construction 5 38,797 8§ 27406 § 2,818 % 69,021
Real estate — mortgage 28,676 86,726 13,307 128,709
Commercial and industrial 7,215 9,579 445 17,239
Consumer 740 1,292 663 2,695
$ 75428 3§ 125003 § . 17233 3 217,664
Loans maturing after one year with:
Fixed interest rates b 101,126
Floating interest rates 41,110
$ 142,236

The information presented in the above table is based on the contractual maturities of the individual loans, including loans
which may be subject to renewal at their contractual maturity. Renewal of such loans is subject to review and credit
approval as well as modification of terms upon their maturity. Consequently, management believes this treatment presents
fairly the maturity and repricing structure of the loan portfolio shown in the above table.

Investment Securities and Other Investments. The investment securities portfolio, which averaged $12.0 million and $0.3
million in 2007 and 2006, respectively, is a component of the Company’s total earning assets. At December 31, 2007 and
2006, the total investment securities portfolio was $25.3 million and $0.4 million, respectively. Investment securities were
primarily marketable investments recorded at their fair value. Other investments consisted of Federal Home Loan Bank of
Atlanta (“FHLB™) stock recorded at cost.

The following table sets forth the fair value of the securities held by the Company at December 31, 2007 and 2006.

(Dollars in thousands) 2007 2006
Investment securities S 24844 % 100
(nher investments 447 271

Total investment securities portfolio

Short-Term Investments. Short-term investments, which consist primarily of federal funds sold, averaged $22.9 million and
$20.3 mitlion in 2007 and 2006, respectively with a weighted average yield of 5.02% and 5.06% in 2007 and 2006,
respectively. These funds are an important source of the Company’s liquidity. Federal funds are generally invested in an
earning capacity on an overnight basis. At December 31, 2007 and 2006, federal funds were $33.7 million and $17.9 million
at an annualized overnight rate of 4.15% and 5.12%, respectively. The maximum outstanding balance of federal funds sold at
any month end during the years 2007 and 2006 was $40.8 million and $30.3 million, respectively.
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Deposits

General. Average interest-bearing liabilities totaled $261.7 million and $153.8 million in 2007 and 2006, respectively.
Average total deposits totaled $278.2 million and $165.2 million during 2007 and 2006, respectively. At December 31, 2007
and 2006 total deposits were $327.7 million and $217.0 million, respectively.

The following table sets forth the average deposits of the Company by category for the year ended December 31, 2007 and
2006.

2007 2006
Average Average
(Dollars in thousands) Amount Rate _Amount Rate
Non-interest bearing demand § 18,864 - % § 11,429 - %
Interest bearing demand 11,520 1.70% 3,991 1.47%
Savings 19,107 3.39% 10,234 3.55%
Time 228,748 5.32% _139,535 4.92%
Total $278,239 $ 165,189
The following table sets forth the deposits of the Company by category as of December 31, 2007 and 2006.
2007 2006
% of % of
(Dollars in thousands) Amount Deposits _Amount _Deposits
Non-interest bearing demand $ 24,464 7.46% $ 14,784 6.81%
Interest bearing demand 13,721 4.19% 5,508 2.54%
Savings 24,634 7.52% 13,868 6.39%
Time deposits less than $100 59,528 18.17% 64,457 29.70%
Time deposits of $100 or over 47,118 14.38% 46,606 21.47%
Brokered deposits 158,199 48.28% 71.808 33.09%
Total $327.664 _100.00% §$217.031 _.100.00%

Core deposits, which exclude certificates of deposit of $100,000 or more and brokered deposits, provide a relatively stable
funding source for the Company’s loan portfolio and other earning assets. The Company’s core deposits were $122.3
million and $98.6 million at December 31, 2007 and 2006, respectively, or 37.3% and 45.4%, respectively of total deposits.
Certificates of deposit of $100,000 or more and brokered deposits ar= not considered core deposits because their retention
can be expected to be heavily influenced by rates offered at renewal. Due to the developed national market for certificates of
deposit, we anticipate being able to either renew or replace these deposits when they renew; however, no assurance can be
given that we will be able to replace them with deposits with the same erms.

For the years ended December 31, 2007 and 2006, our non-core deposits included wholesale funding in the form of brokered
CDs of $158.2 million and $71.8 million, respectively. We generally obtain out-of-market time deposits of $100,000 or
more through brokers with whom we maintain ongoing relationships, The guidelines governing our participation in brokered
CD programs are part of our Asset Liability Management Program Policy, which is reviewed, revised and approved annually
by the Asset Liability Committee. These guidelines limit our brokered CDs to 60% of total deposits, dictate that our current
interest rate risk profile determines the terms and that we only accept brokered CDs from approved correspondents. In
addition, we do not obtain time deposits through the Internet. These guidelines allow us to take advantage of the attractive
terms that wholesale funding can offer while mitigating the inherent related risk.

Deposits have been a primary source of funding. Management anticipates that deposits will continue to be the Company’s
primary source of funding in the future. The Company’s loan-to-deposit ratio was 92.45% and 100.29% at December 31,
2007 and 2006, respectively. The maturity distribution of the Company’s time deposits of $100,000 or over at December 31,
2007 and 2006, is set forth in the following tables.
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Maturities of Certificates of Deposit of $100,000 or More (Including Brokered Deposits)

After After
Three Six
Within  Through  Through After
Three Six Twelve Twelve
(Dollars in thousands) Months Months Months Months Total
December 31, 2007
Certificates of deposit of $100,000 or more $ 17,479 3 81.361 $ 98.33] $ 8,146 $205.317
December 31, 2006
Certificates of deposit of $100,000 or more $ 22,282 § 50,247 $ 40,762 $ 5,123 $118,414

Of the Company’s time deposits of $100,000 or over as of December 31, 2007 and 2006, 8.51% and 18.82% are scheduled
maturities within three months, respectively. As of December 31, 2007 and 2006, 96.03% and 95.67%, respectively, of the
Company’s time deposits of $100,000 or over had maturities within twelve months.

Other Borrowings

The following table outlines our various sources of borrowed funds during the years ended December 31, 2007, the amounts
outstanding at the end of each period and the weighted-average interest rates paid for each borrowing source. During and as
of the year-ended December 31, 2006, the Bank had no borrowed funds from any of these various sources.

Period-

Ending End

{Dollars in thousands) Balance Rate

December 31, 2007

Federal Home Loan Bank advances $ - -
%
Federal funds purchased - -
%
Securities sold under agreement to repurchase 15,000 2.58
%

Capital

The FRB and bank regulatory agencies require bank holding companies and financial institutions to maintain capital at
adequate levels based on a percentage of assets and off-balance sheet exposures, adjusted for risk weights ranging from 0%
to 100%.

The FRB guidelines contain an exemption from the capital requirements for “small bank holding companies™ which in 2006
were amended to cover most bank holding companies with less than $500 million in total assets that do not have a material
amount of debt or equity securities outstanding registered with the SEC. Although our class of common stock is registered
under Section 12 of the Securities Exchange Act, we believe that because our stock is not listed on any exchange the FRB
will interpret its new guidelines to mean that we qualify as a small bank holding company. Nevertheless, our Bank remains
subject to these capital requirements. Failure to meet minimum capital requirements can initiate certain mandatory and
possibly additional discretionary actions by regulators that, if undertaken, could have a direct material effect on the Bank’s
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank
must meet specific capital guidelines that involve quantitative measures of the Bank’s assets, liabilities, and certain off-
balance sheet items as calculated under regulatory accounting practices. The Bank's capital amounts and classifications are
also subject to qualitative judgments by the regulators about components, risk weightings, and other factors. Regardless, our
Bank is “well capitalized” under these minimum capital requirements as set per bank regulatory agencies.
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Under the capital adequacy guidelines, regulatory capital is classified into two tiers. These guidelines require an institution
to maintain a certain level of Tier 1 and Tier 2 capital to risk-weighted assets. Tier | capital consists of common
shareholders’ equity, excluding the unrealized gain or loss on securitics available for sale, minus certain intangible assets. In
determining the amount of risk-weighted assets, all assets, including certain off-balance sheet assets, are multiplied by a risk-
weight factor of 0% to 100% based on the risks believed to be inherent in the type of asset. Tier 2 capital consists of Tier 1
capital plus the general reserve for loan losses, subject to certain limitations, We are also required to maintain capital at a
minimum level based on total average assets, which is known as the Tier | leverage ratio.

At the bank level, we are subject to various regutatory capital requirements administered by the federal banking agencies. To
be considered “adequately capitalized” under these capital guidelines, we must maintain a minimum total risk-based capital
of 8%, with at least 4% being Tier 1 capital. In addition, we must maintain a minimum Tier | leverage ratio of at least 4%,
To be considered “well-capitalized,” we must maintain total risk-based capital of at least 10%, Tier 1 capital of at least 6%,
and a leverage ratio of at least 5%.

Failure to meet minimum capital requirements can initiate certain mardatory and possibly additional discretionary actions by
regulators that, if undertaken, could have a material effect on the Bank’s financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt cotrective action, the Bank must meet specific capital guidelines that
involve quantitative measures of the Bank’s assets, liabilities, and certain off-balance sheet items as calculated under
regulatory accounting practices. The Bank’s capital amounts and classifications are also subject to qualitative judgments by
the regulators about components, risk weightings, and other factors,

The Bank exceeded the regulatory capital requirements at December 31, 2007 and 2006 as set forth in the following table.

Analysis of Capital and Capital Ratios

(Dollars in thousands) 2007 2006
Tier 1 capital 30,1062 27,528
Tier 2 capital 4214 2.993
Total qualifying capital 34,316 30,521
Risk-adjusted total assets (including off-balance sheet exposures) 337,586 239,344
Total risk-based capital ratio 10.17 12.75
% %
Tier 1 risk-based capital ratio 8.92 11.50
% %
Tier 1 leverage ratio 8.26 11.49
% %

Off-Balance Sheet Risk

Through its operations, the Bank has made contractual commitments to extend credit in the ordinary course of its business
activities. These commitments are legally binding agreements to lend money to the Bank’s customers at predetermined
interest rates for a specified period of time. At December 31, 2007 and 2006, the Bank had issued commitments, including
standby letters of credit, to extend credit of $52.5 million and $40.7 million, respectively through various types of
commercial lending arrangements.
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The following tables set forth the length of time until maturity for unused commitments to extend credit at December 31,
2007 and 2006.

After After
One Three Greater
Within Through Through  Within Than
One Three Twelve One One
(Dollars in thousands) Month _ _Months  Months Year Year Total
December 31, 2007
Unused commitments to extend credit $ 2479 § 891 $ 17370 § 20,740 % 28,603 § 49343
Standby letters of credit 578 833 - 1.411 1,766 3177
§ 3057 § 1724 §$ 17370 $ 22,450 § 30369 3 52520
December 31, 2006
Unused commitments to extend credit . $ 1,224 $ 1,677 $10,527 § 13428 % 24500 § 37928
Standby letters of credit 321 - 2414 2,735 45 2,780

§ 1545 $ 1677 §$12941 316163 § 24545 § 40.708

Approximately $37.6 million and $23.5 million of these commitments to extend credit had variable rates as of December 31,
2007 and 2006, respectively,

The Bank evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed
necessary by the Bank upon extension of credit, is based on its credit evaluation-of the borrower. Collateral varies but may
include accounts receivable, inventory, property, plant and equipment, commercial and residential real estate.

Critical Accounting Policies

The Company has adopted various accounting policies which govern the application of accounting principles generally
accepted in the United States of America in the preparation of its financial statements. Significant accounting policies are
described in the footnotes to the consolidated financial statements at December 31, 2007, included in this Annual Report to
Shareholders, and as filed with the Company’s Annual Report on Form 10-KSB. Certain accounting policies involve
significant judgments and assumptions which have a material impact on the carrying value of certain assets and liabilities.
These accounting policies are considered to be critical accounting policies. The judgments and assumptions used are based
on historical experience and other factors, which are believed 1o be reasonable under the circumstances. Because of the
nature of the judgments and assumptions, actual results could differ from these judgments and estimates which could have a
material impact on the carrying values of assets and liabilities and results of operations.

Management believes the allowance for loan losses is a critical accounting policy that requires the most significant
judgments and estimates used in preparation of the consolidated financial statements. Refer to the portion of this discussion
that addresses the allowance for loan losses for a description of our processes and methodology for determining our
allowance for loan losses.

Liquidity Management

Liquidity management involves monitoring the Company’s sources and uses of funds in order to meet its day-to-day cash
flow requirements while maximizing profits. Liquidity represents the ability of a Company to convert assets into cash or
cash equivalents without significant loss and to raise additional funds by increasing liabilities. Without proper liquidity
management, the Company would not be able to perform the primary function of a financial intermediary and would,
therefore, not be able to meet the needs of the communities it serves.

Liquidity management is made more complex because different balance sheet components are subject to varying degrees of
management control. For example, the timing of maturities of the investment portfolio is very predictable and subject to a
high degree of control at the time investment decisions are made. However, net deposit inflows and outflows are far less
predictable and are not subject to nearly the same degree of control. The Company also has the ability to obtain funds from
various financial institutions should the need arise.
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Impact of Inflation

Unlike most industrial companies, the assets and liabilities of financial institutions such as the Bank are primarily monetary
in nature. Therefore, interest rates have a more significant effect on the Bank's performance than do the effects of changes
in the general rate of inflation and change in prices. In addition, interest rates do not necessarily move in the same direction
or in the same magnitude as the prices of goods and services. As discussed previously, management seeks to manage the
relationships between interest sensitive assets and liabilities in order to protect against wide interest rate fluctuations,
including those resulting from inflation.

Recently Issued Accounting Standards

Accounting standards and pronouncements of a recent nature are discussed in Notes to Consolidated Financial Statements,
Note | — Summary of Significant Accounting Policies. Other accounting standards that have been issued or proposed by
authoritative standards-setting bodies that do not require adoption until a future date are not expected 1o have a material
impact on the consolidated financial statements upon adoption.

28




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

ElliottDavis

To the Shareholders and Board of Directors
CommunitySouth Financial Corporation and Subsidiary
Easley, South Carolina

We have audited the accompanying consolidated balance sheets of CommunitySouth Financial Corporation (formerly
known as CommunitySouth Bancshares, Inc.) and Subsidiary (the “Company”) as of December 31, 2007 and 2006, and the
related consolidated statements of income, changes in shareholders’ equity and comprehensive income, and cash flows for the
years then ended. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
CommunitySouth Financial Corporation and Subsidiary as of December 31, 2007 and 2006 and the results of their operations
and their cash flows for the years then ended in conformity with accounting principles generally accepted in the United States of
America.

We were not engaged to examine management's assertion about the effectiveness of the Company’s internal control
over financial reporting as of December 31, 2007 included in the accompanying Management’s Report on Internal Controls
Over Financial Reporting and, accordingly, we do not express an opinton thereon.

Greenville, South Carolina
March 27, 2008
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COMMUNITYSOUTH FINANCIAL CORPORATION

CONSOLIDATED BALANCE SHEETS

Assets

Cash and cash equivalents
Cash and due from bank

Federal funds sold

Total cash and cash equivalents
Investment securities, available for sale

Other investments, at cost

Loans, net

Accrued interest receivable
Property and equipment, net
Bank-owned life insurance

Other assets

Total assets

Liabilities and Shareholders’ Equity

Liabilities
Deposit

Non-interest bearing

Interest bearing

Total deposits
Repurchase agreements

Accrudd expenses

Accrued interest payable

Other liabilities

Total liabilities

Commitments and contingencies

Shareholders’ Equity

Preferred stock, par value $.01 per share
10,000,000 shares authorized, no shares issued
Common stock, par value $.01 per share

10,000,000 shares authorized; 4,698,697 and 4,697,697 issued
and outstanding at December 31, 2007 and December 31, 2006

Additional paid-in capital
Accumulated other comprehensive income

Retained earnings

Total shareholders’ equity

Total liabilities and shareholders’ equity

The accompanying notes are an integral part of the consolidated financial statements.
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December 31,

2007

6,486,676
33,665,005

40,151,681
24,844,007
446,800
298,720,357
2,092,066
5,073,685
5,226,806
1,311,799

377,867,201

24,464,433
303,199,212

327,663,645
15,000,000
427,380
3,238,298
66,742

346,396,065

46,987
29,691,467
152,050
1,580,632

31.471.136

377,867,201

2006

$ 3,116,070
17.925.000
21,041,070

100,000
270,800
214,573,046
1,177,802
4,743,166
5,004,758
1,362,641

$ 248,273,283

$ 14,784,450
202,246,738
217,031,188

100,330
1,425,106
21,704

218,578,328

46,977
29,635,458

12,520

29,694,955

§ 248273283




COMMUNITYSOUTH FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

Interest income
Interest and fees on loans
Interest and dividends on investments
Total interest income

Interest expense - deposits
Net interest income

Provision for loan losses
Net interest income after provision for loan losses

Non-interest income

Mortgage origination fees
Other
Total non-interest income

Non-interest expense

Salaries and benefits
Occupancy
Depreciation
Equipment maintenance and rental
Advertising
Professional fees
Office supplies
Telephone
Data processing
Other
Total non-interest expense

Income before income taxes
Income tax expense
Net income

Earnings per share "

Basic

Diluted
Weighted average basic shares outstanding !
Weighted average diluted shares outstanding "

For the vears ended December 31,

2007

21,402,981
L.813.059

23,216,040

13.068.585

10,147,455

1,188.000

8,953,455

998,111
576.109

1,574,220

4,336,105
500,458
601,017
108,856
269,860
334,978
145,633
144,771
602,975

1,139.254

8.183.907

2,349,768

781,656

1,568,112

0.33

0.31

4,698,634

5,126,601

™ Adjusted for 5-for-4 stock splits effective January 16, 2007 and January 16, 2006.

2006

$ 13,643,910
1,041,379
14,685,289

7.281.015

7,404,274

1,532,500

5.871.774

642,066
200,444
842.510

2,844 483
272,919
365,122

56,662
239,865
172,228
172,364
111,272
341,369
620,560

5,196,844

1,517,440

360,420

b 1,157,020

b 0.25
§ 022
4,686,807
5,144,536

The accompanying notes are an integral part of the consolidated financial staternents.
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COMMUNITYSOUTH FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CHANGES IN

SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME
For the years ended December 31, 2007 and December 31, 2006

Accumulated
Additional Other Retained Total Total
Common Stock Paid-in Comprehensive Earnings / Shareholders”  Comprehensive
Shares™  Amount'” Capital Income {Deficit) Equity Income
Balance at December 31, 2005 4681069 $ 46,811 § 29383999 § - $(1,144,500) S 28,286,310
et income - - - - 1,157,020 1,157,020 § 1,157.020
Other comprehensive income:;
Unrealized gains on securities - - - - - - -
Total comprehensive income 31,157,020
Stock option compensation - - 140,400 - - 140,400
Cash paid for fractional shares (417) (3 (1,097) - - (1,102)
Sitock options exercised, including
income tax benefit of $27,200 17,045 171 112,156 - - 112,327
Balance at December 31, 2006 4,697,697 46,977 29,635,458 - 12,520 29,694,955
Net income - - - — 1,568,112 1,568,112  § 1,568,112
Other comprehensive income:
Unrealized gains on securities,
net of income taxes of $§9,200 - - - 152,050 - 152,050 152,050
Total comprehensive income b 1,720,162
Sitock option compensation - - 55,320 - - 53,320
Cash paid for fractional shares - - (5,701) - - (3,701}
Stock options exercised 1,000 10 6,390 - - 6,400

Balance at December 31,2007 4,698,697 § 46987 § 29691467 §_ 152,050 $1,580632 % 31471136
" Adjusted for 5-for-4 stock splits effective January 16, 2007 and January 16, 2006.

The accompanying notes are an integral part of the consolidated financial statements.
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COMMUNITYSOUTH FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities

Net income
Adjustments to reconcile net income to net cash provided by

operating activities:

Provision for loan losses

Stock based compensation

Depreciation

Appreciation of bank-owned life insurance

Deferred income tax benefit

Increase in accrued interest receivable

Increase in accrued interest payable

Increase (decrease) in accrued expenses

Decrease {increase)} in other assets

Increase (decrease) in other labilities

Net cash provided by operating activities

Investing activities
Net increase in loans outstanding
Purchase of bank owned life insurance
Purchase of investments and FHLB stock
Purchase of property and equipment
Net cash used in investing activities

Financing activities
Net increase in deposit accounts
Increase in repurchase agreements
Cash paid for fractional shares
Stock options exercised
Net cash provided by financing activities

Net increase in cash and cash equivalents
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR
SUPPLEMENTAL DISCLOSURE OF CASH FLOW

INFORMATION
Cash paid for:

For the yvears ended December 31,

2007 2006
1,568,112 § 1,157,020
1,188,000 1,532,500

55,320 140,400
601,017 365,122
(222,048) -
(275,892) (412,072)
(914,264) (733,416)
1,813,192 227,520
327,050 (102,063)
237,534 (614,426)
45,038 (146.026)
4,423,059 1,414,559
(85.335,311) (101,959,915)
- (5,004,758)
(24,678,757) (288,100)
(931.536) (2.450,160)

{110.945,604)

(109,702.933)

110,632,457 110,058,886
15,000,000 -
(5,701) (1,102)
6,400 112,327
125,633,156 110,170,111
19,110,611 1,881,737
21.041.070 19,159,333

$ 40,151,681 $ 21,041,070

[nterest $ 11,255,393 % 7,053,495
Income taxes by 900,197 § 1,254,146

SCHEDULE OF NON-CASH TRANSACTIONS:
Unrealized gain on investment securities, net of income taxes b 152,050 % -

The accompanying notes are an integral part of the consolidated financial statements.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business Activity ard Organization - CommunitySouth Financial Corporation (the “Company™) is a South Carolina
corporation organized for the purpose of owning and controlling all of the capital stock of CommunitySouth Bank and Trust
(the “Bank™). The Bank is a state chartered bank organized under the laws of South Carolina. From inception on March 20,
2004 through January 18, 2005, the Company engaged in organizational and pre-opening activities necessary to obtain
regulatory approvals and to prepare its subsidiary, the Bank, to commence business as a financial institution. The Company
received approval from the Federal Deposit Insurance Corporation (“FDIC"), the Federal Reserve Board (“FRB™) and the
State Board of Financial Institutions in January 2005.

The Bank began operations on January 18, 2005. The Bank primarily is engaged in the business of accepting deposits
insured by the FDIC, and providing commercial, consumer and mortgage loans to the general public.

The Company sold 4,681,069 shares of common stock at $6.40 per share in an initial public offering that was completed on
February 15, 20035 (as adjusted for all stock splits). The offering raised $29,430,810, net of offering costs. The directors and
officers of the Company purchased 659,531 shares at $6.40 per share for a total of $4,221,000.

Basis of Presentation - The accounting and reporting policies conform to accounting principles generally accepted in the
United States of America and to general practices in the banking industry. The Company uses the accrual basis of
accounting.

Principles of Consolidation - The consolidated financial statements include the accounts of CommunitySouth Financial
Corporation, the parent company, and CommunitySouth Bank and Trust, its wholly owned subsidiary, All significant
intercompany items have been eliminated in the consolidated financial statements.

Management’s Estimates - The preparation of consolidated financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
income and expenses during the reporting period. Actual results could differ from those estimates.

Disclosure Regarding Segments - The Company reports as one operating segment, as management reviews the results of
operations of the Company as a single enterprise.

Cash and Cash Equivalents - For purposes of reporting cash flows, cash and cash equivalents include cash on hand,
amounts due from banks, short-term interest bearing deposits and federal funds sold. Cash and cash equivalents have an
original maturity of three months or less.

Concentrations of Credit Risk - Financial instruments, which potentially subject the Company to concentrations of credit
risk, consist principally of loans receivable, investment securities, federal funds sold and amounts due from banks.

The Company makes loans to individuals and small businesses for various personal and commercial purposes primarily in
the upstate region of South Carolina. The Company’s loan portfolio is not concentrated in loans to any single borrower or to
a relatively small number of borrowers. Additionally, management is not aware of any concentrations of loans to classes of
borrowers or industries that would be similarly affected by economic conditions.

In addition to monitoring potential concentrations of loans to particular borrowers or groups of borrowers, industries and
geographic regions, management monitors exposure to credit risk that could arise from potential concentrations of lending
products and practices such as loans that subject borrowers to substantial payment increases (e.g. principal deferral periods,
loans with initial interest-only periods, etc), and loans with high loan-to-value ratios. Additionally, there are industry
practices that could subject the Company to increased credit risk should economic conditions change over the course of a
loan’s life. For example, the Company makes variable rate loans and fixed rate principal-amortizing loans with maturities
prior to the loan being fully paid (i.e. balloon payment loans). These loans are underwritten and monitored to manage the
associated risks. Management has determined that there is no concentration of credit risk associated with its lending policies
or practices.

The Company’s investment portfolio consists of both marketable and non-marketable equity securities. Management
believes credit risk associated with the equity securities is not significant. The Company places its deposits and
correspondent accounts with and sells its federal funds to high quality institutions. Management believes credit risk
associated with correspondent accounts is not significant.
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Investment Securities — The Company accounts for investment securities in accordance with Statement of Financial
Accounting Standards No. 115, “Accounting for Certain Investments in Debt and Equity Securities” (“SFAS 115”). The
statement requires investments in equity and debt securities to be classified into three categories:

1. Available for sale securities: These are securities that are not classified as either held to maturity or as trading
securities. These securities are reported at fair market value. Unrealized gains and losses are reported, net of income
taxes, as separate components of shareholders’ equity (accumuiated other comprehensive income).

2. Held to maturity securities: These are investment securities that the company has the ability and intent to hold until
maturity. These securities are stated at cost, adjusted for amortization of premiums and the accretion of discounts.

3. Trading securities: These are securities that are bought and held principally for the purpose of selling in the near
future. Trading securities are reported at fair market value, and related unrealized gains and losses are recognized in
the income statement. The company has no trading securities.

Gains or losses on dispositions of investment securities are based on the differences between the net proceeds and the
adjusted carrying amount of the securities sold, using the specific identification method. Premiums and discounts are
amortized or accrued into interest income by a method that approximates a level yield.

Other Investments — CommunitySouth Bank and Trust, as a member institution, is required 1o own stock investments in the
FHLB. Investment in the FHLB is a condition of borrowing from the FHLB, and the stock is pledged to collateralize such
borrowings. No ready market exists for the stock and it has no quoted market value. However, redemption of these stocks
has historically been at par value. At December 31, 2007 and 2006, the Company’s investment in FHLB stock was $446,800
and $270,800, respectively. The dividend received on this stock is included in interest and dividends on investments.

Loans Receivable - Loans are stated at their unpaid principal balance less an allowance for loan losses and net deferred loan
origination fees. Interest income is computed using the simple interest method and is recorded in the period earned. Loan
origination fees collected and certain loan origination costs are deferred and the net amount is accreted as income using a
methaod that approximates the level yield method over the life of the related loans.

In accordance with SFAS No. |14, “Accounting by Creditors for Impairment of a Loan,” (“SFAS 114”) loans are considered
to be impaired when, in management’s judgment and based on current information, the full collection of principal and
interest becomes doubtful. A loan is also considered impaired if its terms are modified in a troubled debt restructuring.
Impaired loans are placed in non-performing status, and future payments are applied to principal until such time as collection
of the obligation is no fonger doubtful. Interest accrual resumes only when loans return to performing status. To retumn to
performing status, loans must be fully current, and continued timely payments must be a reasonable expectation. Loans are
generally placed on non-accrual status when principal or interest becomes ninety days past due, or when payment in full is
not anticipated. When a loan is placed on non-accrual status, interest accrued but not received is generally reversed against
interest income. Cash receipts on non-accrual loans are not recorded as interest income, but are used to reduce principal.

The Company identifies impaired loans through its normal internal loan review process. Loans on the Company’s potential
problem loan list are considered potentially impaired loans. These loans are evaluated in determining whether all
outstanding principal and interest are expected to be collected. Loans are not considered impaired if a minimal payment
delay occurs and all amounts due, including accrued interest at the contractual interest rate for the period of delay, are
expected to be collected. Management has determined that the Company had $35,172 and $283,934 in impaired loans at
December 31, 2007 and 2006, respectively.

Allowance for Loan Losses — The allowance for loan losses is established as losses are estimated to have occurred through a
provision for loan losses charged 1o earnings. Loan losses are charged against the allowance when management believes the
uncollectability of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic
review of the collectability of the loans in light of historical experiences, the nature and volume of the loan portfolio, adverse
situations that may affect the borrower’s ability to repay, estimated vaiue of any underlying collateral and prevailing
economic conditions, This evaluation is inherently subjective as it requires estimaies that are susceptible to significant
revision as more information becomes available.
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The allowance consists of specific, general and unallocated components. The specific component relates to loans that are
classified as either doubtful, substandard or special mention. For such loans that are also classified as impaired, an allowance
is established when the discounted cash flows (or collateral value or observable market price) of the impaired loan is lower
than the carrying value of the loan. The general component covers non-classified loans and is based on historical loss
experience adjusted for qualitative factors. An unallocated component is maintained to cover uncertainties that coutd affect
management’s estimate of probable losses. The unallocated component of the allowance reflects the margin of imprecision
inherent in the underlying assumptions used in the methodologies for estimating specific and general losses in the portfolio.

A loan is considered impaired when, based on current information and events, it is probable that the Company will be unable
to collect the scheduled payments of principal or interest when due according to the contractual terms of the loan agreement.
Factors considered by management in determining impairment include payment status, collateral value, and the probability of
collecting scheduled principal and interest payments due. Loans that experience insignificant payment delays and payment
shortfalls generally are not classified as impaired. Management determines the significance of payment delays and payment
shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan and the borrower,
including the length of the delay, the reasons for the delay, the borrower’s prior payment record and the amount of the
shortfall in relation to the principal and interest owed. Impairment is measured on a loan by loan basis for commercial and
construction loans by either the present value of expected future cash flows discounted at the loan’s effective interest rate,
the loan’s obtainable market price, or the fair value of the collateral if the loan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Company
does not separately identify individual consumer and residential loans for impairment disclosures, unless such loans are the
subject of a restructuring agreement.

Bank-Owned Life Insurance - The Company has purchased life insurance policies on certain key employees. These
policies are recorded in other assets at their cash surrender value, or the amount that can be realized. [ncome from these
policies and changes in the net cash surrender value are recorded in non-interest income.

Advertising - Advertising, promotional, and other business development costs generally are expensed as incurred. External
costs incurred in producing media advertising are expensed the first time the advertising takes place. External costs relating
to direct mailing costs are expensed in the period in which the direct mailings are sent.

Property and Equipment - Premises, furniture and equipment are stated at cost, less accumulated depreciation.
Depreciation expense is computed using the straight-line method, based on the estimated useful lives for furniture and
equipment of 5 to 10 years. Leasehold improvements are amortized over the life of the lease. Maintenance and repairs are
charged to current expense. The costs of major renewals and improvements are capitalized.

Residential Loan Origination Fees - The Company offers residential loan origination services to its customers in its
immediate market area. The loans are offered on terms and prices offered by the Company's correspondents and are closed
in the name of the correspondents. The Company receives fees for services it provides in conjunction with the origination
services it provides. The fees are recognized at the time the loans are closed by the Company's correspondent.

Income Taxes - The consolidated financial statements have been prepared on the accrual basis. When income and expenses
are recognized in different periods for financial reporting purposes versus for the purposes of computing income taxes
currently payable, deferred taxes are provided on such temporary differences. The Company accounts for income taxes in
accordance with SFAS No. 109, “Accounting for Income Taxes” (“SFAS 109™).

In June 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes,” (“FIN 48”) to clarify
the accounting and disclosure for uncertainty in tax positions, as defined. FIN 48 seeks to reduce the diversity in practice
associated with certain aspects of the recognition and measurement related to accounting for income taxes. The Company
implemented the provisions of FIN 48 as of January 1, 2007, and has analyzed filing positions in all of the federal and state
jurisdictions where it is required to file income tax returns, as well as all open tax years in these jurisdictions. The Company
believes that its income tax filing positions taken or expected to be taken in an its tax returns will more likely than not be
sustained upon audit by the taxing authorities and does not anticipate any adjustments that will result in a material adverse
impact on the Company’s financial condition, results of operations, or cash flow. Therefore, no reserves for uncertain income
tax positions have been recorded pursuant to FIN 48. In addition, the Company did not record a cumulative effect adjustment
related to the adoption of FIN 48,
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Under SFAS 109 and FIN 48, deferred tax assets and liabilities are recognized for the expected future tax consequences of
events that have been recognized in the consolidated financial statements or tax returns. Income taxes are the sum of
amounts currently payable to taxing authorities and the net changes in income taxes payable or refundable in future years.
Deferred tax assets and liabilities are measured using the enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be realized or settled. Income taxes deferred to future years are
determined utilizing an asset and liability approach. This method gives consideration to the fulure tax consequences
associated with differences between financial accounting and tax bases of certain assets and liabilities which are principally
the allowance for loan losses, depreciable premises and equipment, and net operating loss carry-forwards.

Earnings Per Share - Basic earnings per share represents the net income allocated to shareholders divided by the weighted-
average number of common shares outstanding during the period. Diluted earnings per share reflect the impact of additional
common shares that would have been outstanding if dilutive potential common shares had been issued. Potential common
shares that may be issued by the Company relate to both outstanding warrants and stock options, and are determined using
the treasury stock method.

Stock—based Compensation - On January 1, 2006, the Company adopted the fair value recognition provisions of the
Financial Accounting Standards Board {(“FASB™) Statement of Financial Accounting Standards (“SFAS”) No. 123(R),
Share-Based Payment, which is a revision of SFAS No. 123, Accounting for Stock-Based Compensaiion, 10 account for
compensation costs under its stock option plans. The Company previously utilized the intrinsic value method under
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (as amended) (“APB 25”). Under
the intrinsic value method prescribed by APB 25, no compensation costs were recognized for the Company’s stock options
because the option exercise price in its plans equaled the market price on the date of grant. Prior to January 1, 2006, the
Company only disclosed the pro forma effects on net income and earnings per share as if the fair value recognition
provisions of SFAS No. 123(R) had been utilized.

In adopting SFAS No. 123, the Company elected to use the modified prospective method to account for the transition from
the intrinsic value method to the fair value recognition method. Under the modified prospective method, compensation cost
is recognized from the adoption date forward for all new stock options granted and for any outstanding unvested awards as if
the fair value method had been applied to those awards as of the date of grant.

Off-Balance Sheet Financial Instruments - In the ordinary course of business, the Company enters into off-balance sheet
financial instruments consisting of commitments to extend credit and letters of credit. These financial instruments are
recorded in the financial statements when they become payable by the customer.

Recently Issued Accounting Standards - The following is a summary of recent authoritative pronouncements that could
impact the accounting, reporting, and / or disclosure of financial information by the Company.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 157"). SFAS 157 defines fair
value, establishes a framework for measuring fair value in generally accepted accounting principles, and expands disclosures
about fair value measurements. This standard eliminates inconsistencies found in various prior pronouncements but does not
require any new fair value measurements. SFAS 157 is effective for the Company on January 1, 2008 and will not impact the
Company’s accounting measurements but it is expected to result in additional disclosures.

In September 2006, the FASB ratified the consensus reached on EITF 06-3, “Accounting for Purchases of Life Insurance —
Determining the Amount That Could Be Realized in Accordance with FASB Technical Bulletin No. 85-4, Accounting for
Purchases of Life Insurance” (“EITF 06-57), EITF 06-5 states that a policyholder should consider any additional amounts
included in the contractual terms of the insurance policy other than the cash surrender value in determining the amount that
could be realized under the insurance contract. EITF 06-5 also states that a policyholder should determine the amount that
could be realized under the life insurance contract assuming the surrender of an individual-tife by individual-life policy (or
certificate by certificate in a group policy). EITF 06-5 is effective for the Company on January 1, 2008. The Company does
not believe the adoption of EITF 06-5 will have a material impact on its financial position, results of operations or cash
flows.




In September 2006, The FASB ratified the consensuses reached by the FASB’s Emerging Issues Task Force (“EITF™)
relating to EITF 06-4, “Accounting for the Deferred Compensation and Post-retirement Benefit Aspects of Endorsement
Split-Dollar Life Insurance Arrangements” (“EITF 06-4). Entities purchase life insurance for various reasons including
protection against loss of key employees and to fund postretirement benefits. The two most common types of life insurance
arrangements are endorsement split dollar life and collateral assignment split dollar life. EITF 06-4 covers the former and
EITF 06-10 (discussed below) covers the latter. EITF 06-4 states that entities with endorsement split-doilar life insurance
arrangements that provide a benefit to an employee that extends 1o postretirement periods should recognize a liability for
future benefits in accordance with SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than
Pensions,” (if, in substance, a postretirement benefit plan exists) or Accounting Principles Board (“APB™) Opinion No. 12,
“Omnibus Opinion—1967" (if the arrangement is, in substance, an individual deferred compensation contract). Entities
should recognize the effects of applying this Issue through either (a) a change in accounting principle through a cumulative-
effect adjustment to retained earnings or to other components of equity or net assets in the statement of financial position as
of the beginning of the year of adoption or (b) a change in accounting principle through retrospective application to all prior
periods. EITF 06-4 is effective for the Company on January 1, 2008. The Company does not believe the adoption of EITF
06-4 will have a material impact on its financial position, results of operations or cash flows.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities —
Including an amendment of FASB Statement No. 115”7 (“SFAS 1597). This statement permits, but does not require, entities
to measure many financial instruments at fair value. The objective is to provide entities with an opportunity to mitigate
volatility in reported earnings caused by measuring related assets and liabilities differently without having to apply complex
hedge accounting provisions. Entities electing this option will apply it when the entity first recognizes an eligible instrument
and will report unrealized gains and losses on such instruments in current earnings. This statement 1) applies to all entities,
2) specifies certain election dates, 3) can be applied on an instrument-by-instrument basis with some exceptions, 4) is
irrevocable and 5) applies only to entire instruments. One exception is demand deposit liabilities which are explicitly
excluded as qualifying for fair value. With respect to SFAS 115, available-for-sale and held-to-maturity securities at the
effective date are eligible for the fair value option at that date. [f the fair value option is elected for those securities at the
effective date, cumulative unrealized gains and losses at that date shall be included in the cumulative-effect adjustment and
thereafter, such securities will be accounted for as trading securitics. SFAS 159 is effective for the Company on January 1,
2008. The Company is currently analyzing the fair value option that is permitted, but not required, under SFAS 159.

In March 2007, the FASB ratified the consensus reached on EITF 06-10, “Accounting for Collateral Assignment Split-Dollar
Life Insurance Arrangements” (“EITF 06-10). The postretirement aspect of this EITF is substantially similar to EITF 06-4
discussed above and requires that an employer recognize a liability for the postretirement benefit related to a coliateral
assignment split-dollar life insurance arrangement in accordance with either FASB Statement No. 106 or APB Opinion No.
12, as appropriate, if the employer has agreed to maintain a life insurance policy during the employee's retirement or provide
the employee with a death benefit based on the substantive agrecment with the employee. In addition, a consensus was
reached that an employer should recognize and measure an asset based on the nature and substance of the collateral
assignment split-dollar life insurance arrangement. EITF 06-10 is effective for the Company on January 1, 2008. The
Company does not believe the adoption of EITF 06-10 will have a material impact on its financial position, results of
operations or cash flows,

In November 2007, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin No. 109, *“Written
Loan Commitments Recorded at Fair Value Through Earnings” (“SAB 1097). SAB 109 expresses the current view of the
SEC staff that the expected net future cash flows related to the associated servicing of the loan should be included in the
measurement of all written loan commitments that are accounted for at fair value through earnings. SEC registrants are
expected to apply this guidance on a prospective basis to derivative loan commitments issued or modified in the first quarter
of 2008 and thereafter. The Company is currently analyzing the impact of this guidance, which relates to the Company’s
mortgage loans held for sale.
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In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations,” (“SFAS 141(R)”) which replaces SFAS
141. SFAS 141(R) establishes principles and requirements for how an acquirer in a business combination recognizes and
measures in its financial statements the identifiable assets acquired, the liabilities assumed, and any controlling interest;
recognizes and measures goodwill acquired in the business combination or a gain from a bargain purchase; and determines
what information to disclose to enable users of the financial statements to evaluate the nature and financial effects of the
business combination. FAS 141(R) is effective for acquisitions by the Company taking place on or after January 1, 2009,
Early adoption is prohibited. Accordingly, a calendar year-end company is required to record and disclose business
combinations following existing accounting guidance until January 1, 2009. The Company will assess the impact of SFAS
141(R} if and when a future acquisition occurs.

In December 2007, the FASB issued SFAS No. 160, “Non-controlling Interests in Consolidated Financial Statements — an
amendment of ARB No. 51" (“SFAS 160™). SFAS 160 establishes new accounting and reporting standards for the non-
controlling interest in a subsidiary and for the deconsolidation of a subsidiary. Before this statement, limited guidance existed
for reporting non-controlling interests (minority interest). As a result, diversity in practice exists. In some cases minority
interest is reported as a liability and in others it is reported in the mezzanine section between liabilities and equity.
Specifically, SFAS 160 requires the recognition of a non-controlling interest (minority interest) as equity in the consolidated
financials statements and separate from the parent’s equity. The amount of net income attributable to the non-controlling
interest will be included in consolidated net income on the face of the income statement. SFAS 160 clarifies that changes in a
parent’s ownership interest in a subsidiary that do not result in deconsolidation are equity transactions if the parent retains its
controlling financial interest. In addition, this statement requires that a parent recognize gain or loss in net income when a
subsidiary is deconsolidated. Such gain or loss will be measured using the fair value of the non-controiling equity investment
on the deconsolidation date. SFAS 160 also includes expanded disclosure requirements regarding the interests of the parent
and its non-controlling interests. SFAS 160 is effective for the Company on January 1, 2009. Earlier adoption is prohibited.
The Company is currently evaluating the impact, if any, the adoption of SFAS 160 will have on its consclidated financial
statements,

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are not
expected to have a material impact on the Company’s financial position, results of operations or cash flows.

Risks and Uncertainties - In the normal course of its business, the Company encounters two significant types of risk:
economic and regulatory. There are three main components of economic risk: interest rate risk, credit risk and market risk.
The Company is subject to interest rate risk to the degree that its interest-bearing liabilities mature or reprice at different
speeds, or on different bases, than its interest-earning assets. Credit risk is the risk of default on the Company's loan
portfolio that results from borrower’s inability or unwillingness to make contractually required payments. Market risk
reflects changes in the value of collateral underlying loans receivable and the valuation of real estate held by the Company.

The Company is subject to the regulations of various governmental agencies. These regulations can and do change
significantly from period to period. The Company also undergoes periodic examinations by the regulatory agencies, which
may subject it to further changes with respect to asset valuations, amounts ol required loss allowances and operating
restrictions from the regulators’ judgments based on information available to them at the time of their examination.

Reclassifications - Certain captions and amounts in the prior financial statements were reclassified to conform with the 2007
presentation. Such reclassifications had no effect on previously reported net income or shareholders’ equity.

NOTE 2 - RESTRICTIONS ON CASH AND DUE FROM BANKS

The Bank is required to maintain average reserve balances, computed by applying prescribed percentages to its various types
of deposits, either at the Bank or on deposit with the FRB. At December 31, 2007 and 2006, these required reserves were met
by vault cash,
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NOTE 3 - INVESTMENT SECURITIES

The amortized costs and fair values of investment securities are as follows:

Amortized Gross Unrealized Fair
As of December 31, 2007 Cost Gains _ Losses Value
Available for sale
Govermnment sponsored enterprises $15488,584 $ 136,049 % - $15,624,633
Mortgage-backed 9,014,173 115,428 10,227 9,119,374
Marketable securities 100,000 - o 100,000
Total Available for sale $24,602,757 $ 251477 § 10,227 $24.844,007
As of December 31, 2006
Available for sale
Marketable securities $ 100000 §$ - 3 - $ 100,000
Total Available for sale § 100,000 $ - 8 = § 100000

The amortized costs and fair values of investment securities available for sale at December 31, 2007, by contractual maturity,
are shown below.

December 31, 2007
Amortized Fair
Cost Yalue
Available for sale
Due within one year' $ 4,093,646 $ 3,555,000
Due after one through five years 11,494,940 11,622,834
Due after five through ten years 6,755,981 6,293,676
Due after ten years 2.258.190 3,372,497
Total Available for sale $24,602,757 $24.844.007

™ Marketable securities are included as due within one year.

The table below summarizes gross unrealized losses on investinent securities and the fair market value of the related
securities, aggregated by investment category and length of time that individual securities have been in a continuous
unrealized loss position, at December 31, 2007,

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
As of December 31, 2007 Value Loss Value Gain/(Loss) Value Gain/(Loss)
Available for sale
Morigage-backed $ 9119374 § 10227 3% - % - § 9119374 § 10227
Total Available for sale § 9119374 $_ 10,227 § - 3 = %£9119374 § 10,227

At December 31, 2007, the Company had mortgage-backed securities in an unrealized loss position. The Company believes,
based on industry analyst reports and credit ratings that the deterioration in value is attributed to changes in market interest
rates and not in the credit quality of the issuer and therefore, these losses are not considered other-than-temporary. The
Company has the ability and intent to hold these securities until such time as the value recovers or the securities mature.

No investment securities were sold during 2007 or 2006. Accordingly, no gains or losses were recorded. At December 31,
2007, there were $16.0 million of securities pledged as collateral for repurchase agreements from brokers. There were no
securities pledged as collateral for repurchase agreements from brokers at December 31, 2006.

Management limits its credit risk by generally investing its portfolio principally in obligations of the United States of
America, its agencies or it corporations. Included in the investment portfolio at December 31, 2007, are mortgage-backed
securities issued by the Federal National Mortgage Association and the Federal Home Loan Mortgage Corporation totaling
$5.7 million and $3.3 million, respectively.
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NOTE 4 - OTHER INVESTMENTS

Other investments consisted of FHLB stock with a cost of $446,800 and $270,800 at December 31, 2007 and 2006,
respectively. All of the FHLB stock is used to collateralize advances with the FHLB,

NOTE 5 - LOANS RECEIVABLE

Major classifications of loans receivable for the years ended December 31, 2007 and 2006 are summarized as follows:

December 31,

2007 2006
Real estate - construction $ 124016089 $ 69020976
Real estate - mortgage 149,369,530 128,708,578
Commercial and industrial 26,094,711 17,238,551
Consumer and other 3.453.574 2,695 441
Total loans, gross 302,933,904 217,663,546
Less allowance for loan losses (4,213.547) (3.090.500)
Total loans, net § 298720357 $ 214,573,046

LLoans are stated net of deferred fees and costs,

The Bank had $35,172 and $283.934 of loans classified as non-accrual status as of December 31, 2007 and 2006,
respectively. At December 31, 2007 and 2006, loans past due 90 days or more amounted to $10,644 and $0, respectively.
See additional disclosures regarding Loans Receivable and Allowance for Loan Losses in Note 1.

Activity in the allowance for loan losses during the years ended December 31, 2007 and 2006 is summarized below:

Year ended December 31,

2007 2006
Balance, beginning of year $ 3090500 3% 1,558.000
Provision charged to operations 1,188,000 1,532,500
Charge-offs (64.953) —
Balance, end of year § 4213547 $ 3,090,500

NOTE 6 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:

December 31,

2007 2006
Land $ 785,811 % 785,811
Buildings and leasehold improvements 2,837,874 2,594,269
Property and equipment 2,562,922 1,889,284
Construction in progress = 1,028
Total 6,186,607 5,270,392
Less, accumulated depreciation (1.112.922) (527,226)
Property and equipment, net 8 5073685 $ 4,743,166

The Company recorded $601,017 and $365,122 in depreciation expense of property and equipment for the years ended
December 31, 2007 and 2006, respectively.
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NOTE 7 — DEPOSITS

The following table sets forth the deposits of the Company by category as of December 31, 2007 and 2006.

Non-interest bearing demand
Interest bearing demand
Savings
Time deposits less than $100,000
Time deposits of $100,000 or over
Brokered deposits

Total deposits

December 31,

2007 2006
$ 24463939 § 14,784,450
13,720,505 5,508,164
24,634,385 13,867,588
59,528,027 64,456,550
47,117,789 46,606,436
158,199,000 71,808,000

327,663,645 § 217031188

Deposits from outside the Company’s market area obtained through brokers amounted to 48.28% and 33.09% of total
deposits at December 31, 2007 and 2006, respectively.

At December 31, 2007, the scheduled maturities of certificates of deposit were as follows:

Maturing In: Amount
2008 $ 246,973,881
2009 17,848,513
2010 -
2011 16,904
2012 5518
Thereafter —

Total b 264,844,816

NOTE 8 - REPURCHASE AGREEMENTS

At December 31, 2007, the Bank had sold $15.0 miliion of securities under agreements to repurchase with brokers with a
weighted average rate of 2.58% and an average maturity of 82 months. The maximum amount outstanding at any month-end
was $15.0 million. These agreements were secured with approximately $16.0 million of investment securities,

As of and for the year-ended December 31, 2006, the Bank had no securities under agreements to repurchase with brokers.

NOTE 9 — INCOME TAXES

Income tax expense for the year ended Decemnber 31, 2007 and 2006 is summarized as follows:

2007 2006
Current portion:
Federal $ 084,495 % 719.826
State 73,053 52,666
Total current income tax expense 1,057,548 772,492
Deferred income tax expense (benefit) {275,892} (412.072)

income tax expense

$ 781,656 3. 360.420

A reconciliation between the income tax expense and the amount is computed by applying the Federal statutory rate of 34%
for 2007 and 2006 to income before income taxes follows:

2007 2006
Federal income tax expense at statutory rate 5 798,921 § 515,930
State income taxes, net of federal benefit 48,216 34,760
Valuation allowance change - (272,884)
Other (65,481) 82.614

Income tax expense

§ 78165 3 360420
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The gross amounts of deferred tax assets and deferred tax liabilities are as follows:

December 31,

Deferred tax assets 2007 2006
Allowance for loan losses A 1,122,861 % 765,087
Organization and start-up costs 114,168 143,904
Accrued interest on non-accrual loans 1,552 6,527
Other 33.497 -

Total deferred tax assets 1,272,078 915518

Deferred tax liabilities
Loan origination costs (88,236) (79,579}
SFAS No. 115 mark-to-market adjustment (89,200) -
Depreciation (89,512) (27,371)
Prepaid expenses (67.238) (57.348)

Total deferred tax liabilities (334,186) (164,298)
Net deferred tax asset 3 037,892 § 751220

Deferred tax assets represent the future tax benefit of deductible differences and, if it is more likely than not that a tax asset
will not be realized, a valuation allowance is required to reduce the recorded deferred tax assets to net realizable value. As of
December 31, 2007 and 2006, management has determined that no valuation allowance is required as it is more likely than
not that the recorded net deferred tax assets will be realized in full. The net deferred tax asset is included in the caption
“other assets™ on the balance sheet.

The Company has analyzed the tax positions taken or expected to be taken in its tax returns and concluded it has no liability
related to uncertain tax positions in accordance with FIN 438,

NOTE 10 - LEASES

The Company leases branch locations in Spartanburg, Mauldin, Anderson, Greer and Greenville as well as the loan
operations center in Easley. The initial lease terms range from three to ten years with various renewal options. The minimum
future rental payments under non-cancelable operating leases having remaining terms in excess of one year, for each of the
next five years and in the aggregate are:

2008 3 337457
2009 353,771
2010 332,364
2011 331,862
2012 345,471
Thereafier 1.288.756

Total minimum future rental payments b 2,989,681

NOTE 11 - COMMITMENTS AND CONTINGENCIES

The Company is subject to claims and lawsuits which arise primarily in the ordinary course of business. Management is not
aware of any legal proceedings which would have a material adverse effect on the financial position or operating results of
the Company.

NOTE 12 - RELATED PARTY TRANSACTIONS

Certain parties (principally certain directors and executive officers of the Company, their immediate families and business
interests) (“affiliates™) are loan customers in the normal course of business with the Bank. These loans are made on
substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable
transactions with unrelated persons and do not involve more than the normat risk of collectability. As of December 31, 2007
and 2006 the Bank had related party loans totaling $21,946,890 and $15,250,850, respectively. During 2007, advances on
related party loans totaled $11,026,237 and repayments were $4,330,197. During 2006, advances on related party loans
totaled $9,435,115 and repayments were $4,886,549.

Both at December 31, 2007 and 2006, affiliates had deposits with the Bank in the amount of $3.7 million.
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The Company also enters into other transactions in the ordinary course of business with affiliates. Company policy requires
transactions with affiliates to be on terms no more favorable than could be obtained from an unaffiliated third party and to be
approved by a majority of disinterested directors. The following are transactions entered into with affiliates during the years
ended December 31, 2007 and 2006:

» The Spartanburg branch location was leased from a partnership in which two Company directors have a partnership
interest. Lease payments on that office totaled $80,000 and $78,000 for the years ended December 31, 2007 and
2006, respectively.

e The loan operations center in Easley was leased from a partnership in which a Company director has a partnership
interest. Lease payments on that office totaled $24,000 for the year ended December 31, 2007. There were no lease
payments on the loan operations center during the year ended December 31, 2006.

s The Company leased the site for its temporary headquarters and banking facility in Easley from a director. Lease
payments under this lease totaled $20,658 for the year ended December 31, 2006.

e  The permanent headquarters and branch office in Easley was completed as of May 19, 2006 by a company owned
by one of our directors at a contract cost of $1,974,059, which Management concluded was the fair market price.

NOTE 13 — SHARES OUTSTANDING AND EARNINGS PER SHARE

On January 16, 2006, the Company effected a 5-for-4 stock split in the form of a stock dividend for shareholders of record as
of December 15, 2005. On January 16, 2007, the Company effected a 5-for-4 stock split in the form of a stock dividend for
sharcholders of record as of December 15, 2006, All share and per share data has been adjusted for all periods prior to the
splits.

Basic eamings per share is computed by dividing the net income by the weighted-average numbér of common shares
outstanding. Diluted eamings per share is computed by dividing the net income by the sum of the weighted-average number
of common shares outstanding and dilutive common share equivalents using the treasury stock method. Dilutive common
share equivalents include common shares issuable upon exercise of outstanding stock warrants and stock options.

The following is the basic and diluted income per share computation:

December 31,

2007 2006
Net income to common shareholders § 1,568,112 §$ __ 1,157,020
Weighted-average common shares outstanding — basic 4,698,634 __ 4,686,807
Weighted-average common shares outstanding — diluted - 5126601 ___ 5144,536
Earnings per share — basic 3 03 § 0.25
Earnings per share — diluted 8 031 § 0.22

NOTE 14 — STOCK COMPENSATION PLANS

Upon completion of the offering, the Company agreed to issue warrants to the organizing directors for the purchase of one
share of common stock at $6.40 per share for every two shares purchased in the stock offering, up to a maximum of 15,625
warrants per director. The warrants were fully vested 120 days afier January 18, 2005 and will expire on January 18, 2015.
Warrants held by directors of the Company will expire 90 days after the director ceases to be a director or officer of the
Company (365 days if due to death or disability). The Company issued a total of 171,404 warrants. In addition, the
Company has adopted a stock option plan. As of December 31, 2007 the Company has 761,493 outstanding options to
employees and directors. On January 16, 2006 the company adopted a resolution that terminated the “evergreen” provision
of the Company 2005 Stock Incentive Plan. As a result, the number of shares of common stock issuablé under the plan shall
not be further increased in connection with any future share issuances by the company. The exercise price of each option is
equal to the market price of the Company’s stock on the date of grant. The maximum term is ten years, and they vest in no
greater than five years. When necessary, the Company may purchase shares on the open market to satisfy share option
exercises. During the ensuing year, the Company is expected to acquire no shares. .




The table set forth below summarizes stock option activity for the Company’s stock compensation plans for the years ended
December 31, 2007 and 2006 as adjusted for all stock splits.
Stock Options Warrants
Weighted- Weighted
Average Average
Exercise Exercise
Number Price Number Price
Qutstanding at December 31, 2005 721,672 § 6.54 171,404 § 6.40
Granted 34,038 13.99 - -
Forfeited (887) 11.18 - -
Exercised (16,810) 6.59 = -
Qutstanding at December 31, 2006 738,013 6.87 171,404 6.40
Granted 37,173 15.33 - -
Forfeited (12,693) 13.31 - -
Exercised (1,000) 6.40 - -
Qutstanding at December 31, 2007 761,493 7.17 171,404 6.40
The table set forth below summarizes non-vested stock options as of December 31, 2007 and 2006.
Weighted-Average Fair
Number Value
QOutstanding at December 31, 2045 7343 § 497
Granted 34,038 5.93
Vested during the year (29,431) 5.84
Forfeited during the year (450) 6.39
Outstanding at December 31, 2006 11,500 6.47
Granted 37,173 6.88
Vested during the year (2,300) 6.44
Forfeited during the year (4,100} 7.06
Qutstanding at December 31, 2007 42,273 6.79

As of December 31, 2007, there was $255,917 in total unrecognized compensation cost related to non-vested share-based
compensation arrangements, which is expected to be recognized over a weighted average period of 49 months., As of
December 31, 2006, there was $62,627 in total unrecognized compensation cost related to non-vested share-based
compensation arrangements, which is expected to be recognized over a weighted average period of 56 months.

The fair value of each option granted is estimated on the grant date using the Black-Scholes option-pricing model with the
following assumptions for 2007 and 2006: dividend yield of 0%, expected term of 10 years, risk-free interest rate of 5.0%,
expected life of 10 years, and expected volatility of 20%.

The following table summarizes information about stock options outstanding under the Company’s plans at December 31,
2007 and 2006 as adjusted for the 5-for-4 stock splits effective January 16, 2006 and January 16, 2007.

2007 Qutstanding Exercisable

Number of options 761,493 719,220
Weighted average remaining life 7.35 years 7.25 years
Weighted average exercise price b 717 % 6.71
High exercise price $ 16.80 § 16.80
Low exercise price $ 640 § 6.40
2006 Qutstanding Exercisable

Number of options 738,013 726,513
Weighted average remaining life 8.27 years 8.26 years
Weighted average exercise price 3 687 § 6.75
High exercise price $ 16.80 $ 16.80
Low exercise price $ 640 % 6.40
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Cash received from the exercise of options during the year was $6,400. The intrinsic value of options exercised during 2007
and 2006 was $2,880 and $50,480, respectively.

At December 31, 2007, all of the 171,404 warrants were exercisable and had an average remaining life of 7.05 years. At
December 31, 2006, all of the 171,404 warrants were exercisable and had an average remaining life of 8.05 years.

NOTE 15 - EMPLOYEE BENEFIT PLAN

The Bank maintains an employee benefit plan for all eligible employees of the Bank under the provisions of Internal
Revenue Code Section 401(k). The CommunitySouth 401(k) Plan (the “Plan™), adopted in 2006, allows for employee
contributions. The Bank matches 25% of employee contributions up to a maximum of 1.25% of annual compensation. A
total of $31,495 and $28,539 was charged to operations in 2007 and 2006, respectively, for the Company’s matching
contribution. Employees are immediately vested in their contributions to the Plan and become fully vested in the employer
matching contribution after five years of service.

NOTE 16 — REGULATORY MATTERS

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that,
if undertaken, could have a direct material adverse effect on the Bank’s financial condition. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific capital guidelines that
involve quantitative measures of the Bank’s assets, liabilities, and certain off-balance sheet items as calculated under
regulatory accounting practices. The Bank’s capital amounts and classification are also subject to qualitative judgments by
the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum ratios of
Tier 1 and total capital as a percentage of assets and off-balance sheet exposures, adjusted for risk weights ranging from 0%
10 100%. Tier | capital consists of common shareholders’ equity, excluding the unrealized gain or loss on securities
available-for-sale, minus certain intangible assets. Tier 2 capital consists of the allowance for loan losses subject to certain
limitations. Total capital for purposes of computing the capital ratios consists of the sum of Tier 1 and Tier 2 capital. The
regulatory minimum requirements are 4% for Tier 1 and 8% for total risk-based capital.

The Bank is also required to maintain capital at a minimum level based on total assets, which is known as the leverage ratio.
Only the strongest banks are allowed to maintain capital at the minimum requirement of 3%. All others are subject to
maintaining ratios 1% to 2% above the minimum.

As of December 31, 2007, the most recent notification from the Bank’s primary regulator categorized it as well-capitalized
under the regulatory framework for prompt corrective action. There are no conditions or events that management believes
have changed the Bank’s category.

The following table summarizes the capital amounts and ratios of the Bank and the regulatory minimum requirements at
December 31, 2007.

To Be Well-
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 2007
Tier | capital {to risk-weighted assets) §$ 30,102,000 8.92% $ 13,503,000 4.00% §20,255,000 6.00%
Total capital (1o risk-weighted assets) 34,316,000 10.17 27,007,000 8.00 33,759,000 10.00
Tier 1 capital (to average assets) 30,102,000 8.26 14,573,000 4.00 18,217,000 5.00
December 31, 2006
Tier | capital (to risk-weighted assets) § 27,528,000 11.50% $ 9,574,000 4.00% $14,361,000 6.00%
Total capital (to risk-weighted assets) 30,521,000 12.75 19,148,000 8.00 23,934,000 10.00
Tier | capital (to average assets) 27,528,000 1149 9,582,000 4.00 11,978,000 5.00
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The FRB has similar requirements for bank holding companies. The Company currently is not subject to these requirements
because the FRB applies its guidelines on a bank-only basis for bank holding companies with less than $500 million in
consolidated assets.

NOTE 17 - UNUSED LINES OF CREDIT

As of December 31, 2007 and 2006, the Bank had unused lines of credit to purchase federal funds from unrelated banks
totaling $15,000,000 and $11,125,000, respectively. These lines of credit are available on a one to fourteen day basis for
general corporate purposes. As of December 31, 2007 and 2006, the Bank has no funds drawn from these lines. The
Company also has a line of credit to borrow funds from the FHLB up to 10% of the Bank’s total assets subject to available
collateral; availability under this facility totaled $34,670,000 and $20,292,000 as of December 31, 2007 and 2006,
respectively. As of December 31, 2007 and 2006, the Bank had not drawn any advances on this line.

NOTE 18 — RESTRICTIONS ON SUBSIDIARY DIVIDENDS, LOANS, OR ADVANCES

The ability of CommunitySouth Financial Corporation to pay cash dividends is dependent upon receiving cash in the form of
dividends from the Bank. However, there are restrictions on the ability of the Bank to transfer funds to CommunitySouth
Financial Corporation in the form of cash dividends, loans, or advances. As a South Carolina state bank, the Bank may only
pay dividends out of its net profits, after deducting expenses, including losses and bad debts. In addition, the Bank is
prohibited from declaring a dividend on its shares of common stock until its surplus equals its stated capital. At December
31, 2006, the Bank was no longer prohibited from declaring a dividend because it had a surplus of $105,369. At December
31,2007, the Bank’s surplus exceeded its stated capital by $1,970,050.

NOTE 19 — FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

The Company is a party to financial instruments with off-balance sheet risk in the normal course of business to meet the
financing needs of its customers. These financial instruments consist of commitments to extend credit and standby letters of
credit. Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may require
payment of a fee. A commitment involves, to varying degrees, elements of credit and interest rate risk in excess of the
amount recognized in the balance sheet. The Company’s exposure to credit loss in the event of non-performance by the
other party to the instrument is represented by the contractual notional amount of the instrument. Since certain commitments
are expected 1o expire without being drawn upon, the total commitment amounts do not necessarily represent future cash
requirements. The Company uses the same credit policies in making commitments to extend credit as it does for on-balance-
sheet instruments. Letters of credit are conditional commitments issued to guarantee a customer’s perfoermance to a third
party and have essentially the same credit risk as other lending facilities. The Company has not recorded a liability for the
current carrying amount of the obligation to perform as a guarantor and no contingent liability was considered necessary, as
such amounts were not considered material.

Collateral held for commitments to extend credit and letters of credit varies but may include accounts receivable, inventory,
property, plant, equipment and income-producing commercial properties.

The following table summarizes the Company's off-balance sheet financial instruments whose contract amounts represent
credit risk:

December 31,

2007 2006
Commitments to extend credit h 49,342,960 § 37,928398
Standby letters of credit hy 3,176,854 § 2,780,068
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NOTE 20— FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments™ (“SFAS 107™), requires disclosure of fair value
information, whether or not recognized in the consolidated balance sheets, when it is practical to estimate the fair value.
SFAS 107 defines a financial instrument as cash, evidence of an ownership interest in an entity or contractual obligations,
which require the exchange of cash, or other financial instruments. Certain items are specifically excluded from the
disclosure requirements, including the Company’s common stock, premises and equipment, accrued interest receivable and
payable, and other assets and liabilities.

The fair value of a financial instrument is the amount at which the asset or obligation could be exchanged in a current
transaction between willing parties, other than in a forced or liquidation sale. Fair value estimates are made at a specific
point in time based on relevant market information and information about the financial instruments. Because no market
value exists for a significant portion of the financial instruments, fair value estimates are based on judgments regarding
future expected loss experience, current economic conditions, risk characteristics of various financial instruments, and other
factors.

The Company has used management’s best estimate of fair value based on the above assumptions. Thus, the fair values
presented may not be the amounts, which could be realized, in an immediate sale or settlement of the instrument. In addition,
any income taxes or other expenses, which would be incurred in an actual sale or settlement, are not taken into consideration
in the fair values presented.

The following methods and assumptions were used to estimate the fair value of significant financial instruments:

Cash and Due from Banks - The carrying amount is a reasonable estimate of fair value.

Federal Funds Sold - Federal funds sold are for a term of one day, and the carrying amount approximates the fair value.
Investment Securities - The fair values of marketable equity securities are valued using quoted tair market prices.

Other Investments - The carrying value of non-marketable equity securities approximates the fair value since no ready
market exists for the stocks.

Bank-owned Life Insurance - The cash surrender value of life insurance policies held by the Bank approximates fair values
of the policies.

Loans receivable - For certain categories of loans, such as variable rate loans which are repriced frequently and have no
significant change in credit risk, fair values are based on the carrying amounts. The fair value of other types of loans is
estimated by discounting the future cash flows using the current rates at which similar loans would be made to borrowers
with similar credit ratings and for the same remaining maturities.

Deposits - The fair value of demand deposits, savings, and money market accounts is the amount payable on demand at the
reporting date. The fair values of certificates of deposit are estimated using a discounted cash flow calculation that applies
current interest rates to a schedule of aggregated expected maturities.

Repurchase Agreements - The carrying value of these instruments is a reasonable estimate of fair value.

The carrying values and estimated fair values of the Company’s financial instruments at December 31, 2007 and 2006 are
shown in the following table.

Carrying Estimated
Amount Fair Value
December 31, 2007
Financial Assets
Cash and due from banks 3 6,486,676 3 6,486,676
Federal funds sold 33,665,005 33,665,005
Investment securities, available for sale 24,844,007 24 884,007
Other investments 446,800 446,800
Loans, gross 302,933,904 302,838,045
Bank-owned life insurance 5,226,806 5,226,806
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Financial Liabilities

Demand deposit, interest-bearing transaction, and savings accounts 3 62,819,326
Certificates of deposit and other time deposits 264,844,319
Repurchase agreements 15,000,000
December 31, 2006
Financial Assets
Cash and due from banks $ 3,116,070
Federal funds sold 17,925,000
Investment securities, available for sale 100,000
Other investments 270,800
Loans, gross 217,663,546
Bank-owned life insurance 5,004,758
Financial Liabilities
Demand deposit, interest-bearing transaction, and savings accounts 3 34,160,201
Certificates of deposit and other time deposits 182,870,987

$ 62819326
265,698,742
15,041,667

$ 3,116,070
17,925,000
160,000
270,800
207,171,479
5,004,758

$ 34,160,201
182,652,496

NOTE 21 - COMMUNITYSOUTH FINANCIAL CORPORATION (PARENT COMPANY ONLY)

Presented below are the condensed financial statements for CommunitySouth Financial Corporation { Parent Company only).

Condensed Balance Sheets

December 31,
2007 2006
Assets
Cash b 94,125 § 993,426
Investment securities, available for sale 100,000 100,000
Investment in the Bank 31,280,850 28,605,368
Other assets 6,692 6.692
Total assets h 31,481,667 §.. 29,705486
Liabilities and shareholders’ equity
Other liabilities $ 10,531 § 10,531
Shareholders’ equity 31.471.136 29.694.955

Total liabilities and shareholders’ equity

Condensed Statements of Income
For the years ended December 31, 2007 and December 31, 2006

§ 31481667 3§ 29,705,486

2007 2006

Income 5 - 3% 289
Expenses (55.320) (140.399)
Income {loss) before income taxes and equity in

undistributed income of the Bank (55,320) (140,110)
Equity in undistributed income of the Bank 1,623,432 1,170,353
Net income before taxes 1,568,112 1,030,243
Income tax expense (benefit) — (126,777)

Net income
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§ 1568112 3 1,157,020




Condensed Statements of Cash Flows
For the year ended December 31, 2007 and December 31, 2006

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Increase in other assets
Stock based compensation
Equity in undistributed income of the Bank
Decrease in other liabilities
Net cash provided by operating activities

Cash flows from investing activities
Purchase of investments
Transfer of property and equipment
Investments in Bank subsidiary
Net cash used in investing activities

Cash flows from financing activities
Cash paid for fractional shares
Stock options exercised
Net cash provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year
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2007 2006

$ 1,568,112 S 1,157,020
- 124,837

55,320 140,400
(1,623,432) (1,170,353)
- (140.527)

- 111,377
- (100,000)

- 1,444,910
(900,000) (8,000,000)
{900,000) (6.635,090)
(5,701) (1,102)

6.400 112,327

699 111.225
(899,301) (6,432,488)
993.426 7425914

$ 94,125 § 993,426
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